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The Chase offers trust officers and others acting in 
‘ fiduciary capacities a well rounded service in this 
type of investment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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FIFTH AVE, OFFICE 140 Broadway 
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Condensed Statement of Condition, December 31, 1950 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and Due from Banks and Bankers 


$ 731,102,226.19 


U. S. Government Obligations 802,887,596.04 
Loans and Bills Purchased » . « « « «  1,230,658,065.19 
Public Securities $107,007,990.32 
Stock of Federal Reserv e Rank 9,000,000.00 
Other Securities and Obligations 19,693,338.04 
Credits Granted on Acceptances 8,202.255.82 
Accrued Interest and Accounts Rec sively 8.771,883.87 
Real Estate Bonds and Mortgages 18,041,983.18 170,717,451.23 
Bank Premises re. 5,037,488.67 
Other Real Estate 16,776.40 
Total Resources . $2,940,419,603.72 
LIABILITIES 
Capital . $100,000,000.00 
Surplus Fund . 200,000,000.00 
Undivided Profits P 74,386,331.95 
Total — —s : : $ 374,386,331.95 
De posits 2.503,009,999.71 
Foreign Fens Beivewed . es gee teh ae i 150,000.00 
Acceptances 7 a $ 15,574,299.55 
Less: Own Acceptances ‘Held for Investment ; 4,749,290.47 
$ 10.825.009.08 
Dividend Payable January 15, 1951: 
Pe 6a a we lee Y » « « « « «+ $3,000,000.00 
OS Ea oa ee e's = « 0 rere 5,000,000.00 
Items in Transit with Foreign Branches , : 2.655,727.40 
Accounts Payable, Reserve for Expenses, Taxes, etc. . ; 44,392.535.58 62,873,272.06 


Total Liabilities 


. $2,940,419,603.72 


Securities carried at $94,779,231.47 in the above statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 








GEORGE G. ALLEN _ Chairman of the Board, 


J. LUTHER CLEVELAND Chairman of the 
Bo 


W. PALEN CONWAY 
CHARLES P. COOPER 








J. LUTHER CLEVELAND 
Chairman of the Board 


DIRECTORS 


JOHN W. DAVIS 
Duke Power Company 


ard ae. “ FRANKLIN 


President, 


The Presbyterian Hospital LEWis GAWERE 


of Davis Polk Wardwell WILLIAM L. KLEITZ 
Sunderland & Kiendl CHARLES S. MUNSON 


WILLIAM L. KLEITZ 
President 


President 
Chairman of the 


F y i CHARLES E. DUNLAP President, Board, Air Reduction Company, Inc. 
"+ Common, Uadon Pedthe Malice toner Berwind-White Coal Mining Company a i ; 
GANO DUNN President, WILLIAM C. POTTER tired 


#G. White Engineering Corporation GEORGE E. ROOSEVELT of Roosevelt & Son 


President, 
The Pennsylvania Railroad Company CARROL M. SHANKS 


President, 
The Prudential Insurance Company of America 


EUGENE W. STETSON Chairman, Executive 


in the City of New York 


WINTHROP M. CRANE, Jr. President, 
Crane & Co., Inc., Dalton, Mass. 


STUART M. CROCKER President, 
The Columbia Gas System, Inc. 








January 195] 


JOHN A. HARTFORD Chairman of the Board, 
The Great Atlantic & Pacific Tea Company 


CORNELIUS F. KELLEY Chairman of the 
Board, Anaconda Copper Mining Company 


MORRIS W. KELLOGG Chairman of the 
Board, The M. W. Kellogg Company 
Member Federal Deposit Insurance Corporation 


Committee, Illinois Central Railroad Company 


THOMAS J. WATSON Chairman of the Board, 
International Business Machines Corporation 


ROBERT W. WOODRUFF Chairman, 
Executive Committee, The Coca-Cola Company 








The First National Bank of Chicago 


Board of Directors 


Edward E. Brown 
Chairman of the Board 


Leopold E. Block 


Chairman, Finance Committee, 
Inland Steel Company 


Augustus A. Carpenter 


Director, Hills-McCanna 
Company 


J. D. Farrington 


President, Chicago, 
Rock Island and Pacific 
Railroad Company 


James B. Forgan 
Vice-Chairman of the Board 


Walter M. Heymann 


Vice-President 


Henry P. Isham 


President, Clearing Industrial 
District, Inc. 


James S. Knowlson 


Chairman of the Board 
and President, 
Stewart-Warner Corp. 


Homer J. Livingston «Qj ° 
President tin 


Hughston M. McBain ~ & 


Chairman of the Board, 


Marshall Field & Company~ 


Bentley G. McCloud ~~ \5 


Banker nN 


Harry C. Murphy \*_ 
President, Chicago, Burlington 


& Quincy R. R. Co. 


James Norris 
President, Norris Grain Co. 
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Statement of Condition December 31, 1950 


ASSETS 

Cash and Due from Banks . . 

United States Obligations—Direct and Guaranteed 
Unpledged . ‘ , : 

To Secure Public Deposits and 


$ 612,756,891.04 


$ 615,680,362.54 


Pledged 

Deposits Subject to Federal Court Order 180,564,014.22 

To Secure Trust Deposits 84,398,667.34 

Under Trust Act of Illinois 512,000.00 881,155,044.10 
Other Bonds and Securities 133,425,165.27 
Loans and Discounts ; ‘ i ‘ i 953,329,881.10 
Real Estate (Bank Building) . , , ‘ ‘ e 2,204,723.08 
Federal Reserve Bank Stock . ' P é ‘ ‘s 4,800,000.00 
Customers’ Liability Account of Acceptances . s . 3,946,772.95 
Interest Earned, not Collected . 6,128,632.29 


Other Assets. ‘ ‘ s ‘ ; 4 ‘ 


LIABILITIES 
Capital Stock 
Surplus. , ; 
Other Undivided Profits . 
Discount Collected, but not Earned . 
Dividends Declared, but Unpaid . ‘ 
Reserve for Taxes, etc. 
Liability Account of Acceptances. 
Time Deposits . 
Demand Deposits 
Deposits of Public Funds . 
Liabilities other than those above stated 


$ 449,418,887.22 
1,757,522, 


197,845,527.53 


. 1,162,650.31 
$2,598,909,760.14 


$ 75,000,000.00 


519.27 


; 85,000,000.00 
° 4,023,283.46 
. 1,478,134.05 
. 1,500,000.00 
° 22,593,921.71 
4,526,949.75 
2,404,786,934.02 
537.15 
$2,598,909, 760.14 
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Furman Smith 16 | Record of Common Trust Funds 


The Common Trust Fund article in 
your November issue was a fine piece of 
work. You were wise in not drawing con- 
clusions from the statistics. In the first 


Reuel L. Olson 17 










ROPES Charles F. Borgel 20 : , Ps 

ten years of this device, the sailing has 
been relatively smooth. Except for a few 
wenn eeen eee n eee eeeenee ne Robert S. Byfield 26 | times in the early years of the last war 
the trustees have not had any worry 
eee Sen Mi fess A. H. Parker, Jr. 30 | about unit value going below the initial 
price. Very few securities have had to 
, be eliminated from portfolios because of 
ne oar F. Brian Reuter 33 income cessation. Some of the “legal 
list” states either went totally “prudent 
Te ee ey Francis E. Nugent 38 | man” or partially in that direction. The 
Common Trust Fund has flourished and 
ae C. D. Seftenberg 43 grown under optimum conditions, so there 

has been no real test of management. 
; But as Wesley Matthews implied over 
SO gees ga tala Lucian D. Warner 45 four years ago (T&E July 1946) a com- 
mon trust fund is in the limelight as 
* eee Walter H. Dupka 53 | far as trust customers are concerned. The 


hich started in 1930 trustee’s investment ability stands out 
here in a way which it could not when 
the trusts were invested individually. 


H. D. Roschen, Jr., 


Editorial 5 
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Eqaiial sist ee ee ee Paes 5 Safe Deposit and Trust Co. 
A.B.A. Trust Program ..............------ 10+ — 
e } Mual Fund Index . Pon eran A 36 | Baltimore, Md. 
Florida Trust Meeting -................--. Pitti hn ae 
. a isan ; Insurance Trust Income Taxed 
Trust Council Activities ................ 34 |} Wecew seates & Wee ............................. 58 
P Personnel Changes ........................-------000-- 59 In your December number (p. 833) 
Pennsylvania Trust Conference ....24 Sete Gea Mee sss 64 | you reproduce an advertisement by the 
Trustmen’s Civic Activities -........... 48 | Recent Decisions ..............-..-...-----cc---s-00+-- 6g | Dallas National Bank which states that 
_ : — if you place $10,000 in securities, yield- 
sears ccie es a The Cover Picture . . . The history of a nation and its communities is reflected in 
Editor & Publisher many ways by its homes. The way of life of an era, a region, or a family may be seen 
P. PHtL1p LACOVARA M. M. IMBRO in the changing style and condition of houses. In future issues will be recorded the 
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story behind some of America’s most notable residences. 

“Nottoway,” classic relic of the great days of Plantation Life, was built in the 
1840s when the Mississippi River was America’s highway to wealth and a plantation 
owner might rule several thousand acres. Plantation Houses then served simultaneously 
as home and community center. 

Nottoway, a 50-room mansion built by John Hampden Randolph, was named 
after a county in his native state, Virginia. From Nottoway Randolph guided the 
manifold activities of four plantations comprising 7,000 acres. Tutored in boyhood by 
the now famous John James Audubon, Randolph at 19 became one of his father’s 
executors. His subsequent marriage to Emily Jane Liddell brought a dowry said to 
have been 20 slaves and $20,000. Experienced as a cotton grower, Randolph tried the 
more lucrative field of sugar production, paid $30,000 for his first plantation. He 
mortgaged his property so heavily to obtain the equipment that one bad season would 
have ruined him, but luckily achieved outstanding success. 

During the War between the States Randolph and his slaves moved to Texas 
to raise cotton. Although he netted $30,000, his losses through purchase of Confederate 
bonds were far greater. Nottoway, however, remained the family home. Seven of the 
daughters were married there, and when Randolph’s widow sold the place at auction 
for $100,000 a few years after his death, they had enjoyed its gracious accommodation 


for 30 years. The house is still privately owned. 
Photo by James Henri Ricau 
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STATEMENT OF CONDITION 
December 31, 1950 


ASSETS 


Cash and Due from Banks 

Loins and Discounts 

United States Government Obligations 
State and Municip2l Obligations 
Other Bonds 

Stock of the Federal Reserve Bank 
Real Estate Mortgages 

Accrued Interest Receivzble 

Banking House 


Total 
LIABILITIES 
Capital Stock . $10,000,000.00 
Surplus Fund 18,000,000.00 
Undivided Prcfits 2,294, 288. 48 


Total Capital Funds 
Deposits 
General Reserve 


Reserved for Taxes, lacerest ond Buptaces 


Unearned Discount 
Dividend Payable January 2, 1951 
Other Liabilities 


Total 


$ 27,844,869.74 
66,431,563.94 
60,906,986.79 
6,423,493.02 
2,446,885.42 
840,000.00 
4,925,507.97 
551,418.33 
1,400,000.00 


$171 of FO,F29. 21 


$ 30,294,288.48 
137,771,391.64 
1,892,360.08 
1,397,520.44 
48,279.53 
350,000.00 
16,885.04 


$171,770,725.21 





Securities carried at $5,641,769.77 have been pledged to secure public 
deposits and for other purposes as required or permitted by law. 
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ing an income of $300 a year, in a funded 
insurance trust and take out insurance 
on your life and direct the trustee to 
apply the income to the payment of the 
premiums upon the insurance, your estate 
will have an asset value of $20,000 to 
$30,000 or more upon the maturity of the 
policies. 

You do not call attention to I.R.C. 
Section 167(3) which requires the $300 
income referred to in the advertisement 
to be included within the taxable income 
of the creator of the trust, even if the 
trust is irrevocable. Burnet v. Wells (289 
U. S. 630). If the creator of the trust 
is in, for example, a 50% bracket on his 
personal income tax, he would have to 
provide an amount equal to 50% of the 
income of these securities out of his other 
funds. 

Of course, there is a possible explan- 
ation, namely that if he had kept the 
securities in his own possession, he would 
have had the same income tax, but the 
reply to this might be that if he had kept 
the securities in his own possession and 
had an income tax on $300, he would 
have had the $300 with which to pay 
the income tax. 

Ralph R. Neuhoff, 
Attorney at Law 
St. Louis, Mo. 


Ep. Note: The ad referred to, we feel 
sure, was not intended to cover the tax 
consequences of life insurance trusts, an 
impossibility within the limited space 
available. Coincidentally, that subject is 
explored in this issue’s article by Reuel 
L. Olson. 


Annual Survey Wanted 
We have found the article on common 
trust funds in the November issue (p. 
740) very interesting, and although it 
is obvious what a job this must be, we 
are holding out the hope that the subject 
might be taken up annually in your 
magazine. If some of the smaller banks 
do not get to work and inaugurate a few 
more common trust funds, it won’t be 
because they have not been encouraged 
by others to do so. 
R. W. Ficken, 
Investment Officer, 
Old Colony Trust Co. 
Boston, Mass. 


No Record of Insurance Trusts 


In the December TRUSTS AND ESTATES, 
page 850, I am reported to have esti- 
mated, at a meeting of the St. Louis Life 
Insurance and Trust Council, that be- 
tween $12 billion and $14 billion of insur- 
ance is now being set up in trusts each 
year. This, clearly, is the reporter’s mis- 
take. I made no such estimate. I haven’t 
the slightest idea how much insurance 
is being trusteed each year. I wouldn’t 
bother to ask you to correct the statement 
if it weren’t for the fact that some one 
might think the estimate had come from 
some trust research study. 

Gilbert T. Stephenson 
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EDITORIAL... 


20th Century Trust Business 


PROTECTING FREE PEOPLE AND ENTERPRISE 


S we close the books on the first half of the 20th century, 
| er over a hundred years of corporate fiduciary ser- 
vice, it is appropriate to take our bearings, and plot the 
course ahead with reference not only to the new waters in 
which we must navigate but also to the reefs and shoals 
that beset the past course. 

There is no more honorable relationship or work than 
that of the Trustee or Executor. The investment of savings 
in the machines, tools and materials that lighten men’s bur- 
dens, produce better living conditions for more people, build 
the means of protection in times of war, promote science 
and the arts, and support agencies for improving health, 
care of the young, the aged and infirm, all these make the 
Fiduciary one of the greatest potential forces for peace 
and prosperity. 

Trace the course of the dollar invested by the capable 
Trustee or distributed by the experienced Executor and 
you will find that it is usually doing a praiseworthy job 
of protecting life, liberty and the pursuit of happiness. And 
if it were not for the work and savings of our more pro- 
ductive and foresighted citizens, everyone from high-chair 
to wheel-chair would be dependents of the State—since it 
would be the only source and owner of capital. 

Looking back we see the origins of professional fiduciary 
service in the need for financial responsibility, permanence 
and freedom from human ills or partialities, special train- 
ing and experience in management of increasingly complex 
forms of property. Often it was an honor without profit. 
As the work became more complicated through tax and 
investment problems, costs surpassed the income from 
out-moded fee schedules. Many commercial managements 
came to regard their trust department as a liability or a 
necessary but mysterious and costly nuisance. 

That picture has changed markedly in the last few years 
in a great many trust institutions throughout most of the 
States. Where the trust officer has shown initiative, bank 
management is showing cooperation as it sees red ink turned 
to black and recognizes the importance of the services and 
the abilities of those who perform them. Trusteeship has 
proven one of the most virile of callings, as a review will 
show that it has made recent progress on more fronts than 
perhaps any other financial service. 

In the first place, where originally catering to million- 
aires or the carriage-trade, trusteeship is now serving the 
thousandaires, through both individual service and employee 
benefit trusts. 

It has stood up through all kinds of economic trials with 
an enviable record of safety and honesty, even through the 
worst market collapse and longest depression in our history. 
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As investors of an estimated $20 billion in corporate 
stocks, fiduciaries are providing a lion’s share of the capital 
with which American industry has created our great pros- 
perity in peacetime and defense in wartime. This has been 
possible largely because trustmen, with leading estate at- 
torneys and legislators, have fostered the Prudent Man 
Rule and other principles and practices in tune with changed 
monetary conditions and needs of beneficiaries. 


While trust departments have extended their traditional 
services as executor, trustee, guardian, conservator, paying 
agent, etc. to more companies and people of small and large 
means, they have at the same time developed newer services 
such as Custody and Investment Supervision, Farm Man- 
agement, Pension and Profit Sharing Trusts. 


Emphasis has switched more and more to immediate or 
“living” services, although bank will files show an ever- 
growing potential in estate administrations. The management 
of business as well as farm and real property interests in 
estates, trusts or agencies has also gained wider acceptance. 


While it is difficult or impossible to measure exactly the 
progress of the trust business by quantitative or qualitative 
yardsticks, the Common Trust Fund makes it feasible to 
evaluate some significant trends. Here is probably the 
most important development in many years, with over six 
hundred million dollars in one hundred and ten Funds 
serving more than 100,000 beneficiaries. Not only have such 
Funds made it possible to serve small trust accounts profit- 
ably but they have also afforded larger yields with far 
better diversity protection for the beneficiaries. 


The improved fee schedules in many areas, combined 
with renegotiation of old below-par accounts and avoidance 
of free services or cut-rate accounts, have brought many 


The Dissatisfied Customer 


I WANT To EXCHAancE 
THIS FOR A BETTER 
ONE! 
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Seibel in Richmond Times-Dispatch 
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trust departments from minus to plus earnings columns. A 
main cause of this transformation has been the elimination, 
during the past fifteen years, of the “accommodation” or free 
services which used to be expected of many trust departments 
by bank management. 


Through advertising and other publicity, through ad- 
dresses at clubs, schools and other meetings—especially via 
Forums—trustmen have interpreted not only trusteeship 
but also new laws and tax and investment conditions. Estate 
planning has been made more widely available to small 
as well as large estate owners by well-informed attorneys in 
cooperation with trustmen, insurance underwriters and ac- 
countants, Expert analysis and reorganization of estates has 
achieved better financial well-being for new thousands of 
families, as well as personal business. Again these groups 
are advising and aiding those called to the Armed Forces. 


Many are the community services, charitable and educa- 
tional organizations that are supported partly or wholly 
by funds administered by professional trustees, who also 
take leading roles in fund-raising for Community Chest and 
other beneficiaries. Foundations devoted to scientific, health 
and other research, and to national welfare, depend greatly 
on the facilities of fiduciaries. Trust officials have distingu- 
ished themselves by innumerable personal services in the 
public as well as customer interest. 


In more and more banks, fiduciary responsibilities, 
measured in dollars of assets under their care, have sur- 
passed bank resources. Measured in terms of human and 
civic service, Trusteeship has come to the top as the Pro- 
tector of those many and basic Freedoms which depend 
upon Financial Independence. 


& & a 


Safety of Principal 
and “Conservative” Trusteeship 
ORPORATE fiduciaries led the parade in seeking re- 


lease from legislative strait-jackets on investment policy, 
particularly by substitution of the Prudent Man Rule for the 
so-called “Legal” Lists. The famous Stanford University case 
in 1936 focused attention on the effect of inflation on the 
traditional trustee-type of fixed-income investment, and de- 
scribed a set of conditions which still confront trustees to- 
day. As Herbert Hoover, in petitioning the court as a trustee, 
then stated: 
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... “For 50 years both prudence and wisdom have caused the 
trustees to invest the endowment . . . in seasoned bonds and first 
mortgages ... The devaluation of the dollar, the widespread bank 
credit inflation and the possible menace of currency inflation are 
the new factors with which trustees must deal . . . While com. 
mon stocks, real estate and other equities are subject to risk, yet 
this may be the lesser risk than bonds and mortgages.” 

Now fifteen years later, with more billions of debt and 
mounting pressure for continued dilution of the dollar, trus- 
tees again seek a definition of “conservative,” particularly 
as they must deal today with a stock market making all-time 
highs. It is no longer a question of avoiding risk; the effects 
of politieal manipulations of economic affairs, with the re- 
sulting lower fixed incomes to meet higher living costs, allow 
only a Hobson’s choice, as to which risk is the greater, equity 
volatility or dollar deterioration. 

As F. Cyril James, now principal and vice-chancellor of 
McGill University, publicly remarked in 1938, “Well-selected 
trust investments (in bonds and mortgages) offered a reason- 
able guarantee that the dollar-value of the estate would be as 
large when it was finally distributed as at its creation . 
Yet it is clear that the soundness of these investments rested 
primarily upon the existence of a stable monetary system 
... Today the situation has changed.” 

Three years later, in 1941, Earl B. Schwulst, now presi- 
dent of the Bowery Savings Bank in New York, defined the 
conservative savings manager as one “who knows how to 
keep his institution moving with the tide, . . . a dynamic 
force in a dynamic world.” He pointed out that “tradition 
and the provisions of law . . . are not a substitute for... 
competent management which is capable of taking into con- 
sideration new conditions as well as ancient customs in de- 
termining how best to safeguard the funds entrusted to it.” 


Watching the continuing deterioration of the dollar and 
of the concurrent decline in bond yields, trustees and inves- 
tors in various fields have been reappraising old yardsticks 
of “prudence” and seeking the more inflation-resistant equi- 
ties. The New York Savings Bank Association, following 
report of ‘a two-year study by its investment committee, at 
its October convention, unanimously commended legislative 
authorization to invest a part of their banks’ assets in cor- 
porate stocks. They also recommended statutory permission 
to set up Common Trust or Mutual Investment funds in 
which member banks could participate. 


Trustees of corporate pension trusts as well as of Founda- 
tion and College endowments have put increasing propor- 
tions in common stocks, and life insurance officials have 
been favorably discussing the use of equities, with prospects 
of introducing permissive legislation in New York (where 
40% of life company assets are held) as has already been 
done in some other states, including the right to hold real 
property. 

Half of the States now follow the Prudent Man rule rather 
than legal-lists, for trust fund investment, and even in some 
of the latter States a percentage of equities is allowed (e.g. 
35% in New York, 40% in District of Columbia). Further, 
the great majority of trustors grant latitude beyond fixed- 
income or legal lists. Apparently the consensus of “conserva- 
tive” investment is no longer synonymous—if it ever was— 
with dollar obligations. The removal of gold backing and 
substitution of managed currency, followed by mounting 
deficits, have forced trustees to seek a more realistic ap- 
proach to protection of their beneficiaries, where timing 
and relative values are of more importance than arbitrary 
measures or designations. 
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Fiduciaries Financial Service 


This service is to assist individuals acting as Executor, Ad- 
ministrator, Trustee or Guardian—their Counsel, Accountants 


or Advisors. 


By appointment of Bankers Trust Company as Custodian or 
Agent, fiduciaries may relieve themselves of the worries and 
details of property management and the keeping of pertinent 
records. The following services may be obtained in whole or 


in part as the fiduciary and his counsel require: 


Safekeeping of Securities Investment Advisory Service 


Collection of Dividends Complete Estate and Income 
and Interest Tax Administration 
Handling of Security Preparation of Court 
Sales and Purchases Accountings 
Stock Transfers Depositary under Court Order 


You are cordially invited to write Personal Trust Department, 
Bankers Trust Company, 46 Wall Street, New York 15, for 
full information. We shalijbe glad to send you a printed out- 


line of the services we render as agent for individual executors. 


m 


BANKERS HRUST COMPANY 


NEW YORK 


Member Federal Deposit Insurance Corporation 


Seattle Public Library 
JAN 25 1951 


January 1951 

















Snrsuring Bene il Under 
Social Security 


F. P. McGUIRE 


Associate Counsel, Connecticut General Life Insurance Co., Hartford 


HE 1950 Amendments to the Social 

Security Law have greatly increased 
the benefits and brought in many people 
not previously covered under that law. 
Probably the most important new group 
to be covered are the so-called self-em 
ployed . . . the proprietor of the corner 
grocery store . . . the gasoline station 
owner . . . the shoemaker. Partners in 
a business are now covered. With a few 
exceptions everyone who works for a 
living, whether working for himself or 
as an employee of others, as of January 
1, 1951, comes under the law. 


Employees of organizations exempt 
from income tax under Subsection (6) 
of Section 101, I.R.C., in the main, 
religious, charitable and educational or- 
ganizations, are notautomatically 
brought within the benefits of this law. 
Such corporations may, with the consent 
of two-thirds of their employees, come 
under the law and make the benefits 
available to them. Many such organiza- 
tions will no doubt take advantage of 
this provision because of the large bene- 
fits that can be made available to their 
employees at very small cost. 


Coverage is also extended to employ- 
ees of the United States and its instru- 
mentalities where such employees are 
not already covered under a federal re- 
tirement system. Employees of state and 
local governments may now be brought 
under the benefits of the new law by 
federal-state agreements provided they 
do not have a retirement system of their 
own. 


Citizens who work outside the United 
States for American employers are now 
covered. This includes employees on 
American ships and aircraft. 

Under the old law, coverage in some 
questionable cases depended upon 
whether the individual was an employee 
or an independent contractor. The new 
law, while still retaining so-called com- 
mon law tests as between employer and 
employee, has classified and brought 
within the law as employees commis- 
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sioned drivers distributing fruit and 
bakery products, meats and vegetables, 
beverages except milk, and those en- 
gaged in dry cleaning and laundry ser- 
vices. Full-time life insurance salesmen 
now come under the law. Traveling 
salesmen, other than house-to-house 
canvassers, and those who solicit order 
from wholesalers, retailers, hotels and 
restaurants for goods or supplies for 
use in their business are covered. In- 
dustrial home workers performing ser- 
vices for an employer off the employer’s 
premises are now covered if such work 
is licensed by the state. The independent 
contractor is now, of course, included 
as a self-employed person. 


Two important groups of employees 
previously exempt are now brought 
within the law: domestic servants who 
work for the same employer at least 24 
days in any quarter and receive $50 
or more in that quarter, and regular 
farm laborers working for more than 
two continuous quarters and being paid 
at least $50 in the latter quarter. 


There are a few who are still not 
covered, such as the doctor (broadly 
defined), the lawyer, the Christian Sci- 
ence practitioner, architects, professional 
engineers, accountants and funeral di- 
rectors. If any of these individuals is 
carrying on his occupation as an em- 
ployee, he is, however, covered under 
the law. The self-employed farmer is 
not covered under the law. Ministers 
and members of religious orders are also 
exempt. 


Under the amended law, the first 
$3,600 of wages is subject to tax begin- 
ning January 1, 1951. Likewise, the 
first $3,600 of income from self-employ- 
ment is subject to tax. This self-employ- 
ment income will normally be the in- 
come from the operation of a business. 
It will not include such items as inter- 
est, dividends and rents. The rates of 
tax on the employer and employee start 
at 114% and are graduated up to 314% 
in 1970. On self-employment income the 


tax starts at 214°% and increases to 
472% in 1970. 


Terms Defined 


Benefits depend on whether or not an 
individual is “fully or currently in- 
sured.” This in turn depends on the 
number of “quarters of coverage.” The 
amount of the benefit depends on “aver- 
age monthly wage.” 

A “quarter of coverage” is defined as 
a calendar quarter in which $50 in 
wages is received or $100 or 
earned in self-employment. If more than 
$3,600 is involved in any year, all 
quarters of that year count. Quarters 
prior to 1951 may be counted but only 
as to wages received in the amount of 


more 


$50 or more; self-employed income does 
not count. 

The term “fully insured” has been 
redefined. An individual is fully in- 
sured if he has one quarter of coverage 
for each two calendar quarters elapsing 
after 1950 and before death or retire- 
ment age with a minimum of at least 
six quarters of coverage. This is some- 
times referred to as a “new start.” It 
is immaterial whether these quarters 
were acquired before or after January 
1, 1951. The net result of this is that 
many individuals will now be able to 
get benefits under the law much sooner 
than under the old law. For example, if 
an individual reaches 65 in the first six 
months of 1954, he needs only six 
quarters of coverage. If he attains 65 
in the first six months of 1956, he 
needs only ten quarters. All individuals 
now 62 or over need to work or have 
self-employment income for only a year 
and a half to become fully insured. 
Once an individual has acquired forty 
quarters of coverage, he is thereafter 
fully insured. These quarters do not 
have to be continuous; they can be 
earned before or after January 1, 1951; 
and an individual does not have to be 
working up to the date of retirement or 


death. 
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To be “currently insured” requires 
six quarters of coverage out of the thir- 
teen quarters ending with death or the 
quarter in which the individual became 
entitled to old-age insurance benefits. 


Determination of Benefits 


Average monthly wage is determined 
as follows: Divide the total wages or 
self-employment income received from 
January 1, 1951 by the number of 
months elapsing after January 1, 1951. 
The divisor cannot be less than 18. 
Wages are counted only up to within 
60 days of death or retirement and 
self-employment income to the start of 
the year of death or retirement. The 
months are counted regardless of wheth- 
er wages or income was earned. Em- 
ployees who are already covered under 
the law may have a new start and com- 
pute average monthly wage starting 
with January, 1951, or they may go 
back to January, 1937 and take ad- 
vantage of whichever compilation works 
out the highest monthly wage. This op- 
tion is not available in determining 
benefits prior to July 1. 1952. 

The primary insurance amount is the 
amount an individual receives at retire- 
ment — age 65 — or in case of death 
the amount he has accrued to his bene- 
fit. Benefits for survivors or dependents 
are based on the primary insurance 
amount. This amount is determined as 
follows: 50° of the first $100 of aver- 
age monthly wage plus 15°% of the next 
$200. This is a new formula and pro- 
duces a higher benefit than under the 
prior law. Benefits are now based en- 
tirely on earnings, and there is no longer 
any additional benefit for years of ser- 
vice. This new formula will, however. 
not be applied in determining benefits 
prior to July 1, 1952. That is the earliest 
date that those coming under the law 
for the first time can obtain benefits. 
For those who have been previously 
covered, substantially the old formula 
is used prior to July 1, 1952 but ad- 
justed by special conversion tables to 
approximate the benefit that would be 
provided under the amended law. 


When Benefits Accrue 


A fully insured individual is eligible 
for the primary insurance amount at age 
65. The wife of a fully insured individ- 
ual, provided they are both over age 65, 
is entitled to benefits. She may also re- 
ceive a wife’s benefit regardless of her 
age if she has a child in her care under 
18. 

A dependent husband, that is, one 
who is receiving at least one-half his 
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support from his wife, may receive an 
equivalent benefit based upon his wife’s 
eligibility provided she was fully and 
currently insured. Benefits for a wife 
or dependent husband are 50% of the 
primary insurance amount which the 
other spouse is entitled to. 


A widow of a fully insured person 
is entitled to benefits after she attains 
age 65 or prior thereto while she has a 
child in her care under 18. The divorced 
wife of a deceased person can qualify 
for the widow's benefit if she was re- 
ceiving at least half of her support from 
her husband and has in her care a child 
of the husband entitled to benefits. A 
dependent widower of a person fully 
and currently insured may be entitled to 
benefits if he was receiving at least half 
of his support from his deceased wife. 
The benefit in these categories is three- 
fourths of the primary insurance 
amount. 


Children’s Benefits 


An unmarried child under 18 years 
of age is entitled to benefits if his re- 
tired parent was fully insured. If the 
child does not qualify for benefits based 
upon the retired father’s wage record, 
he may qualify on the basis of his re- 
tired mother’s wage record if she was 
fully insured. In the case of death, an 
unmarried child under 18 years of age 
is entitled to benefits based on his 
father’s account if he was fully or cur- 
rently insured. In the case of the de- 
ceased mother, the child is entitled to 
benefits in all cases where she was cur- 
rently insured and, where fully insured 
only, if the child was dependent upon 
her for support. The word “child” in- 
cludes an adopted child and in some 
cases stepchildren. Each child of a re- 
tired worker is entitled to 50% of the 
primary benefit. Children of a worker 


ANN'S HOBBY SHOP 


who dies before retirement are treated 


somewhat differently. If there is only 
one child, he is entitled to 75%. If there 
is more than one child, each child is 


' entitled to 50% with an additional 25% 


divided among them. Two children 
would, therefore, be entitled to 6214% 
apiece. 

If there is no widow or widower or 
dependent child entitled to benefits, then 
each parent of a fully insured person, 
provided they were dependent and re- 
ceiving at least half of their support 
from the deceased individual, is entitled 
to 75% of the primary benefit in their 
own right. 


Additional Benefits and Limitations 


In addition to any other benefits that 
may be paid, upon the death of one 
fully or currently insured, there is a 
lump sum payment due the widow or 
widower, otherwise the person paying 
the funeral expenses. This benefit is 
three times the primary insurance 
amount. 


A covered individual may be entitled 
to his own benefit and an additional 
benefit based on the wage record of his 
spouse or child upon whom he was de- 
pendent. A wife, widow, dependent hus- 
band, dependent widower, or dependent 
parent entitled to a benefit on their own 
wage record may also be entitled to re- 
ceive the difference, if any, between 
their benefit and the amount they would 
ordinarily receive on their spouse’s or 
child’s wage record. 


Under the amended law the total 
maximum family benefit which can be 
paid has been increased. It is $150 or 
80% of the average monthly wage, 
whichever is less, but family benefits 
are in no event reduced below $40. 


(Continued on page 51) 








NEWS PARAGRAPHS... 


A. B. A. Midwinter 


Trust Conference Program 
The Waldorf-Astoria, New York 


Feb. 5, 10:00 A.M. 


Presidential Addresses: Raymond H. 
Trott, president, Trust Division, A.B.A.; 
and president, Rhode Island Hospital 
Trust Co., Providence, and James E. 
Shelton, president, A.B.A.; and _presi- 
dent, Security-First National Bank of 
Los Angeles. 


Feb. 5, 2:00 P.M. 


“First-of-January Work Sheet For 
Your Trust Department,” Laurence H. 
Tharp, vice president, Anglo California 
National Bank San Francisco. 


“A Paramount Trust Problem—Man- 
power,” William Powers, director, Cus- 
tomer and Personnel Relations; and 
deputy manager, A.B.A. 


“Public Forums on Finance and Trust 
Matters” — Panel Discussion, Earl S. 
MacNeill, chairman, Committee on 
Trust Information, A.B.A. Trust Divi- 
sion; and vice president, Irving Trust 


Co., New York, leader. 


Feb. 6, 9:15 A.M. 


“Trust Supervision”—Panel Discus- 
sion, James W. Allison, director, Equit- 
able Trust Co., Wilmington, Del., leader. 

“Looking Ahead,” Gilbert T. Stephen- 
son, director, Trust Research Depart- 
ment of The Graduate School of Bank- 
ing, A.B.A. 


“The Impact of The Rearmament Pro- 
gram on Trust Investments,” Dr. Mar- 
cus Nadler, Professor of Finance, New 
York University. 


Feb. 6, 2:00 P.M. 


“Pensions and Employers’ Trusts” — 


Shop Talk Sessions 


“Social and Economic Implica- 
tions of Pension Plans,” Laurence J. 
Ackerman, dean, School of Business 
Administration, University of Con- 
necticut, Storrs, Connecticut. 


“Common Stocks and Pension 
Funds,” Paul I. Wren, vice president, 
Old Colony Trust Co., Boston. — 
Panel Discussion, Carlysle A. Bethel, 
vice president and trust officer, Wa- 
chovia Bank and Trust Co., Winston- 
Salem, N. C., leader. 
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“Smaller Trust Departments”— 


Shop Talk Sessions 


“Investment Problems.” John H. 
Evans, president, McDowell National 
Bank, Sharon, Pa. 


“Cost Accounting,” William G. 
Cleaver, vice president and trust off- 
cer, First National Bank and Trust 
Co., New Haven. 

“Operating Economies,” David T. 
Pyne, vice president and trust offi- 
cer, First Bank and Trust Co., Utica. 


“Question Period,” Mr. Stephenson. 


Feb. 7, 9:15 A.M. 
“Our Tax Outlook.” Roswell F. Ma- 


gill, Cravath, Swaine & Moore, New 
York; and Professor of Taxation, Co- 
lumbia University. 

“The Ultimate Property In America,” 
Dr. T. V. Smith, professor, Maxwell 
Graduate School of Citizenship and Pub- 
lic Affairs, Syracuse University. 


A A A 


Florida Trustmen Discuss 
Common Fund and 
Other Questions 


Trust officers from 18 Florida cities 
participated in the annual mid-year 
meeting of the Trust Division of the 
Florida Bankers Association held at the 
Orlando Country Club on December 8. 

J. Carlisle Rogers, President of the 
Florida Bankers Association. spoke to 
the group on the close working coopera- 
tion necessary between the commercial 
staff and the trust staff of a bank and 
how this has been proven such an eflec- 
tive business getter for both, as well as 
for the bank as a whole. Floyd Call, 
Executive Secretary of the Association, 
brought to the group Association news, 
both of the local nature and from the 
American Bankers Association. 


L. V. Chappell, vice president and 
trust officer, The First National Bank of 
Clearwater, Chairman of the Trust Di- 
vision, presided over the sessions and 
introduced four speakers, all local trust- 
men. 


Henry Toland of the Exchange Na- 
tional Bank of Tampa, who is making a 
study of the operation of common trust 
funds, raised a query on the interesting 
paradox that although Florida was one 
of the first states to provide for such 
funds by statute, no trust institution of 
the State has a fund. 


Frank Hickok of The First National 
Bank of Leesburg, who opened a Trust 
Department in that bank less than three 
years ago, gave the group an interesting 
talk on his fruitful experiences and the 
mediums used in educating his territory 
and soliciting new business. 


Richard D. Boggs of The Little River 
Bank & Trust Company, Miami, gave a 
thoughtful brief on the questionable 
trend of the law and statutes to limit 
a testator’s right to provide by will for 
the devolution of property in accord 
with his planning and expressed wishes. 


P. H. Hanson of the Palmer First 
National Bank of Sarasota took the trust- 
men to task generally on their failure 
to cost analyze their departments and 
the follow-up of failure, through ignor- 
ance or fear, of securing adequate com- 
pensation for their trust services. He 
pointed out particularly the varied com- 
parisons in different sections of the 
country, with the lowest scale and the 
base of the evil of inadequate compensa- 
tion seeming to stem from the Eastern 
seaboard, with New York as the focal 
center. 


Following these talks, the group com- 
pleted its business session with reports 
and recommendations from its Commit- 
tee on Professional Cooperation, — 
Thomas T. Dunn, First National Bank 
of St. Petersburg, Chairman; and from 
its committee on Trust Investments, 
Walter D. Cameron, First National Bank 
of Palm Beach, Chairman. The. fact 
that the State Legislature 
April of 1951 pointed up the discussion 
and action on their reports and recom- 


meets in 


mendations. 


Fred Tinsley, of the Florida National 
Bank at Orlando, who handled the local 
arrangements for the program, intro- 
duced the dinner guests and the speaker, 
H. M. Voorhis, well known probate at- 
torney of Orlando, who spoke briefly on 
the History of Trusts. 


EPT Signed 


President Truman early this month 
signed the Excess Profits Tax Act of 
1950. Under the new law, excess profits 
will be subject to a levy of 77%. They 
are defined by the act’s primary formula 
as earnings in excess of 85% of a corpo- 
ration’s average annual earnings during 
its best three years in the period 1946- 
49. The rate on normal profits about 
$25,000 is increased from 45% to 47%. 
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Bank of America Hits 
Another New High 


For the first time the Bank of Amer- 
ica, San Francisco, the nation’s largest 
bank, reported total deposits of over 
$6 billion at the start of the new year. 
‘The igure was put at $6,191,705,871, or 
$416,595,842 above a year ago, by 
Lawrence M. Giannini, president, who 
further reported total resources as $6,- 
$63.358,213, a rise of $612,955,.856 over 
1949, 

Ranking behind Bank of America 
to make up the Big Ten in order of de- 
posits are: National City Bank, Chase 
National Bank, Manufacturers Trust Co., 
Guaranty Trust Co. (all of New York), 
First National Bank, Continental Illi- 
nois National Bank and Trust Co. (both 
of Chicago), Security-First + National 
Bank. Los Angeles, Banker Jrust Co. 
and Central Hanover Bank and Trust 
Co., both of New York. Manufacturers 
jumped from sixth to fourth over a 
year ago while Bankers returned to the 
top ten from eleventh, bothjgains in a 
measure being due to me First 
on, replac- 


gers. 
National moved up one bi 
ing Continental as the larg§st Chicago 


institution. . 
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CALENDAR OF NATIONAL 
AND REGIONAL MEETINGS 

Feb. 5-7—American Bankers Assn., Mid- 
Winter Trust Conference, Waldorf- 
Astoria, New York 

Mar. 10—Graduate School of Banking, 


Annual Spring Meeting, New York 
City 
Apr. 14-18—Financial Public Relations 


Assn., Mid-Winter 
Baker, Dallas 

June 4-8—American Institute of Bank- 
ing, Pittsburgh 


Meeting, Hotel 


Sept. 17-20—American Bar Association, 
Waldorf-Astoria, New York 

Sept. 30-Oct. 3 — American Bankers 
Assn., Chicago 

Oct. 22-25—National Association of Bank 
Auditors & Comptrollers, New Orleans 

Nov. 26-29—Financial Public Relations 
Assn., Hollywood Beach Hotel, Holly- 
wood, Fla. 
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Adopts Official Trust Pamphlet 


The First National Bank and Trust 
Co. of Lexington, Ky., has adopted “A 
Statement of Policies in the Administra- 
tion of Estates and Trusts.” In the 
pamphlet, the bank, founded in 1865, sets 
forths its basic investment policies gen- 
erally and with specific reference to going 
businesses and farm properties. No fee 
schedule is set forth, this being regarded 
as being arbitrary and impracticable. 
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Officers of the newly organized Nashville Life Insurance and Trust Council. Front row, 
seated from left to right, William H. Browder, General Agent, Penn Mutual, Member, 
Executive Committee; Overton Thompson, Jr., Trust Officer, Nashville Trust Company, 
Member, Executive Committee; Arthur D. Reed, C.L.U., Agent, Northwestern Mutual, 
Member, Executive Committee; Norris Maffett, C.L.U., General Agent, Connecticut Mutual, 
President; and John A. Witherspoon, Trust Officer, Third National Bank and past president 
of the National Association, Vice President. Standing, John C. Baxter, Vice President and 
Trust Officer, First American National Bank, Member, Executive Committee; Paul Simp- 
son, C.L.U., Manager, Metropolitan, Member, Executive Committee; and H. Martin Nun- 
nelley, C.L.U., General Agent, Massachusetts Mutual, Secretary-Treasurer. 





Trust Council News 


The Life Insurance and 
Trust Council was organized on Novem- 
ber 30, 1950, following a preliminary 
meeting held on May 17. Thirty-five rep- 
resentatives of the insurance, legal. audi- 
ting and trust fields were present at the 
session presided over by Evold John- 
son, president of the V.B.A. Trust Divi- 
sion. After Articles of Association. the 
group elected Charles F. Lyman of Con- 
necticut General Life Insurance Co. as 
president; Donald Ross of Proctor Trust 
Co. as vice president; A. W. Thompson 
of Howard National Bank & Trust Co., 
Burlington, as secretary; and H. Dean 
Rowe of Mutual Life Insurance Co. as 
treasurer. The executive committee was 
constituted with a trustman, an attorney, 
an underwriter and an accountant. 


Vermont 


Another new Life Insurance and 
Trust Council was organized recently 
in Nashville (see accompanying photo 
for official personnel). John Wither- 
spoon, vice president of Third National 
Bank, who has been named Program 
Committee chairman, has planned three 
meetings for the balance of the year 
with nationally prominent authorities on 
estate and tax planning as speakers. 


The Life Insurance & Trust Council 
of Los Angeles was host to two out- 
standing tax attorneys at its December 
18th meeting. Arthur A. Armstrong dis- 
cussed trust and insurance features 
under the 1950 Revenue Act, and Rich- 
ard S. Brawerman outlined tax consid- 
erations in writing life insurance in 
California. 
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The first meeting of the Delaware Life 
Insurance and Trust Council for the 
1950-51 season was held on October 30, 
with a dinner at which 26 members and 
15 guests, members of the Bar and certi- 
fied accountants, were present. Speaker 
was Harry S. Redeker, general counsel 
of the Fidelity Mutual Life Insurance 
Company of Philadelphia, whose subject 
was “Analyzing the Buy and Sell Agree- 
ment.” He distributed a specimen agree- 
ment of a business insurance trust for 
three or more partners having equal or 
unequal interest in a business. After his 
talk, Mr. Redeker conducted a forum. 


At the December 4th meeting Rice 
Yahner, manager of the Information Di- 
vision of the Du Pont Company spoke 
from a background of wide experience 
as a newspaper reporter with the Associ- 
ated Press both here and abroad. With 
his knowledge of public relations, he 
stressed the value of corporations, both 
big and little, conducting information 
programs for their employees, explain- 
ing that what is good for the company 
is invariably good for the employee and 
conversely. At the conclusion of this 
meeting, President Joseph Rhoads, of 
Wilmington Trust Co., presented six new 
members, three trustmen and three un- 
derwriters, bringing membership to 46. 


A AA 
Vermont Trust Meeting 


Walter G. Nelson, Jr., general counsel 
of the National Life Insurance Co. of 
Montpelier, addressed a meeting of the 
Trust Division of the Vermont Bankers 
Association in that city on November 30. 
His subject was Federal Estate Taxes. 
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36,000 RECORD FOR WEEKLY BANK TOURS 


REX V. LENTZ 


Director of Special Services, Mercantile National Bank, Dallas, Texas 


HE Open House or Bank Tour has 

been a regular part of the public 
relations program of the Mercantile Na- 
tional Bank in Dallas since April 1946, 
and with good reason. Entertaining a 
group of 35 people on the first Tour, the 
bank found a response which soon lifted 
the average weekly attendance to ap- 
proximately 200, produced a flood of 
complimentary letters from the guests, 
and now has rolled up a total number 
of over 36,000 visitors from all parts 
of the United States and many foreign 
countries. On several occasions Tour 
Night has been reserved by the employ- 
ees of large firms, and Dallas residents 
make a point of bringing their out-of- 
town guests. 


Although anyone can arrange to at- 
tend simply by asking at the bank or 
by telephoning his name, organization 
(if any), and the number expected to 


be in the party, the Bank has a regular 
plan for invitations. Letters signed by 
the Chairman of the Board and enclos- 
ing admission tickets are mailed to new 
depositors, prospective customers, and 
persons whose names are listed as new- 
comers to the city. A limit is placed on 
the total number of tickets issued for 
any one night in order that the group 
shall not exceed the capacity of rooms 
or of available guides, and thus the 
comfort of the guests is assured. 
When the visitors arrive at eight 
o'clock on Monday nights, they are 
greeted at the door and escorted to the 
Bank’s air-conditioned Auditorium which 
seats 200 (available without charge to 
civic and business organizations). Here 
a large world map shows the many 
points from which previous “Tourists” 
have come, and a good natured rivalry 
ensues as to which of this evening’s 


guests has made the longest journey. 
Distances may vary from a few blocks 
to far away Australia, and the whole 
discussion serves to introduce people to 
one another informally and comfortably. 
After an official and cordial welcome, 
and a brief summary of the Bank’s his- 
tory, the Tour is ready to start. 


In small groups, each with a guide, 
the visitors chat together in the corri- 
dors and elevators and the attitude of 
friendliness begins to spread. In the 
Lobby and main Banking Room they 
are shown practical aspects like the spa- 
the lobby depository 
which requires no waiting in line, and 
the bullet proof glass at the tellers’ sta- 
tions. On the other hand they observe 
the artistic perfection of the giant wood 
mural — largest of its kind in existence 
— in which are 5,000 separate pieces of 
15 different kinds of wood, 9 of them 


cious floor plan, 





After a brief and cordial welcome in the bank’s air-conditioned 
auditorium, the tour is ready to start. 
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Guests pause to view the giant mural which depicts agriculture, 
science and industry in the state’s history. 


TRUSTS AND ESTATES 


C, 


brought from foreign countries. This 
mural depicts the origin and progress 
of the Bank and the high principles 


which underlie its daily practice. 


From the Lobby the guests descend 
to the sub-basement where they are 
shown the vaults with their 8,500 safe 
deposit boxes and two ton doors that 
swing at the push of a finger. Here they 
are told about the protection of valu- 
ables and the handling of government 
bonds (which takes place in this depart- 
ment). They see the engine room with 
its spotless equipment for furnishing 
heat, power, light, and air-conditioning, 
beneficial to visitors and employees 
alike. 


Returning by elevator, the Tour visits 
other Departments such as the Book- 
keeping Department where 80 employees 
and 28 modern machines, comptometers 
in the Analysis Department, and keep 
up-to-the-minute records of bank trans- 
actions. They see Recordak machines 
which reproduce checks on microfilm, 
and learn how to handle mail that travels 
on 73 planes and 49 different trains and 
runs up a monthly postage bill of $4,600. 
One of the most attractive departments 
on the route is the Industrial Depart- 
ment with its comfortable Conference 
Room. This Department maintains in- 
formation freely available for business 
executives who contemplate a move to 
Dallas. Here they can learn about mar- 
kets, labor supply, “wages, utility costs, 
taxes, and even exarhine photographs of 
currently available plant and warehouse 
sites. All of this and much more the 
guides explain as the visitors journey 
from room to room of the banking 
section of this 30 storey building. 


Questions on the Roof 


Finally, group by group, the members 
of the Tour are whisked aloft to the 
Penthouse where refreshments are 
served (soft drinks) and there is op- 
portunity to discuss comfortably the 
various aspects of the Bank’s activities 
or the quality of its building and equip- 
ment. Perhaps the discussion may 
stretch out to the rich land of cotton 
and oil, of cattle and of wheat, of citrus 
fruits and fertile truck gardens from 
which the people of the Southwest de- 
rive their living and create their wealth. 
Questions can be asked and answered 
in a relaxed and sociable manner. 

From this luxurious Penthouse visit- 
ors can look down upon the brilliantly 
lighted streets 400 feet below, and out 
at the business buildings, hotels, and 
supper clubs. Perhaps the lights of a 
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In the penthouse, 30 storeys above the street, the guests have a view of the city, are served 
refreshments and given an opportunity to discuss the various aspects of the bank’s activities. 


late plane slide down through the dark 
sky to the airport. No longer does the 
guest think of the Mercantile as “just 
another bank,” or as cold, forbidding 
and aloof. Now it seems to him that 
this bank is as much a part of the 
common life as the building is part of 
the busy community surrounding it. 
In the congenial atmosphere of a prop- 
erly conducted Tour guests and host 
become better acquainted, closer friends. 
A feeling of mutual understanding and 
interest has grown up that will be favor- 


Do you retain your 


coptes of 
TRUSTS AND ESTATES 


for reference ? 


See page 51 





able to business later. Good Will has 
been created. 


Before leaving, every guest receives 
an attractive, illustrated booklet — “To 
Help You Remember” — containing a 
summary of what he has seen and heard, 
and a friendly letter from the Chair- 
man of the Board and the President. His 
evening has been pleasant, informative, 
and unusual. He has learned more about 
the Bank’s personnel, its various depart- 
ments, its methods of operation and 
policies. He has met some interesting 
people, and he feels at home. It is a 
safe surmise that from this evening one 
or more new accounts will ultimately 
appear on the books of “The Big Friend- 
ly Bank for Everybody.” 


Mercantile’s program effectively dem- 
onstrates the truth and value of the old 
axiom that when people understand and 
know each other, their chances of get- 
ting along and doing business together 
are much greater. Confidence in-a per- 
son or business organization is rooted 
in the individual’s knowledge of or ex- 
perience with that person or organiza- 
tion. The Tour which has worked well 
at Mercantile could become a part of 
any bank’s public relations program. 
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The distance from Bishop, Texas, to Prince Rupert, 
British Columbia, via Cumberland, Maryland, and other 
Celanese plants is approximately 4900 miles. This span 
represents a planned and integrated source of raw ma- 
terials and production for Celanese Corporation of 
America. 


Early in the Company’s history, the Celanese manage- 
ment took steps to assure supplies of major raw materials 
to protect the growth of the business. This has enabled 
the Company to meet the increasing demand for Celanese 
products — textile yarns, chemicals, plastics— which has 
doubled and redoubled many times. 


This policy led in 1944 to the building of a plant 
near Bishop, Texas, to produce organic chemicals from 
petroleum natural gases. It was more than a plant. It was 
an advanced and efficient plan for oxidizing hydrocar- 
bons by methods commercially engineered for the first 
time. In World War II it helped contribute to the chemi- 
cal needs of the defense program, in addition to supply- 
ing chemicals for Celanese’ own use. 


Today it is vastly expanded into one of the great 
chemical production centers of the country. It is also 
fortified with modern laboratories and pilot plants for 
continuing large scale research in petro-chemistry, in 
which Celanese has pioneered for many years. 


Nearly 5000 miles to the north of Bishop, at Prince 
Rupert, British Columbia, another important supply 
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CORPORATION OF AMERICA 


180 MADISON AVENUE, NEW YORK 16, N. Y, 
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Strategic Source of Supply 


project is about ready to begin operations. Here, near 
some of the world’s largest and finest timber reserves, 
a tremendous, modern pulp mill has been constructed 
by Columbia Cellulose Company, Ltd., a subsidiary of 
Celanese Corporation of America. It will produce sub- 
stantial quantities of high alpha cellulose, scheduled to 
begin early this year. 


Cellulose is one of the basic raw materials for making 
Celanese* chemical fibers. It is also an important strate- 
gic material, along with iron, oil and cotton. 


World supplies of cellulose are less than the demand. 
The operations of Columbia Cellulose Company, Ltd., 
in Canada, will materially increase America’s supplies of 
this vital raw material on a self-perpetuating basis. For 
the Company’s lease with the Government of British 
Columbia calls for harvesting timber like a crop. Scien- 
tific cuttings and modern reforestation methods assure 
timber in perpetuity. 


These two great sources of raw materials strategically 
located in extremely favorable production areas—Texas 
and British Columbia—are capable of supplying a sub- 
stantial part of the needs of the eleven other Celanese 
plants manufacturing chemical fibers and yarns, woven 
and knit fabrics, plastics and chemicals. They are like- 
wise important additions to the economic assets of the 
United States, and to the military potentials of our 
country. *Reg. U. S. Pat. Off. 
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How to Provide for Changes in 


Marital Deduction Values 


Between Tax Date and Final Distribution 


FURMAN SMITH 


Spaulding, Sibley, Troutman & Kelley, Atlanta; Georgia Legal Editor for Trusts anp Estates 


NE of the most perplexing, and 

least understood, problems in 
drafting marital deduction bequests is 
that of providing for changes in value 
between the estate tax valuation date 
and the date of distribution. Trustees 
are, I fear, accumulating much trouble 
and litigation through failure to recog- 
nize and provide for this problem. 
Messrs. Kiley and Golden, in their arti- 
cle in the November 1950 TRusTs AND 
Estates, highlight the problem, but do 


not, it seems to me, solve it. 


Consider, for example, the following 
typical marital bequest: “One-half of 
my adjusted gross estate as finally de- 
termined for federal estate tax pur- 
poses.” It has been suggested that such 
bequest gives the wife a dollar amount 
equal to one-half of the adjusted gross 
estate as settled for estate tax purposes, 
to be satisfied in property at its value 
at the time of delivery to her. 


Suppose the adjusted gross estate 
consists of 10,000 shares of stock worth 
$100 per share on the estate tax valua- 
tion date. One-half of this would be 
$500,000. Now suppose by the time the 
administration is complete and the estate 
is ready for delivery that stock is worth 
only $50 a share. If such bequest is 
construed as giving the wife the equiva- 
lent of $500,000 in cash, then it would 
require the entire 10,000 shares to sat- 
isfy her bequest, and the children or 
other residuary legatees would receive 
nothing. On the other hand, if that stock 
increased in value to $200 per share, 
the wife would receive only 2,500 shares, 
instead of 5,000, and the estate would 
realize a capital gain on the distribu- 
tion to her equal to $250,000. 


Distribution at Tax Value? 


It has been suggested, to avoid this 
difficulty, that such bequest should pro- 
vide, or be construed as providing, that 
the property be delivered to the wife at 
its value as determined for estate tax 
purposes without regard to its value at 
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the time of delivery. Suppose, however, 
that the adjusted gross estate on the 
valuation date consists of 1,000 shares 
of X stock worth $150 per share and 
1,000 shares of Y stock worth $50 per 
share. The total would be $200,000 and 
one-half of the adjusted gross estate 
would be $100,000. Now suppose be- 
fore delivery the X stock declines in 
value until it is worth only $50 per 
share, and the Y stock increases in value 
until it is worth $150. If the property 
is to be delivered at its estate tax value, 
without regard to its value at the time 
of delivery, then the executor could sat- 
isfy the wife’s bequest either by deliver- 
ing to her 666 2/3 shares of X stock, 
worth at the time of delivery only $33,- 
333, or by delivering to her 1,000 shares 
of Y stock then worth $150.000 plus 
333 1% shares of X stock then worth 
$16,666, or a total of $176,666. 


Certainly no fiduciary should have 
discretion to vary the bequest to the 
wife in any such manner. The problem 
would be complicated manifold if there 
were co-executors having adverse inter- 
ests in deciding what property would be 
used to satisfy the wife’s bequest. Of 
course the problem, in the above simple 
case, might be solved by delivering 
property pro rata, but in many instances 
the property does not lend itself to pro 
rata distribution. 


Percentage Distribution? 


It has also been suggested that the 
proper solution would be to determine 
the percentage that the wife’s bequest 
bears to the total estate after paying 
debts and expenses of administration on 
the estate tax valuation date, and then 
apply this percentage to the estate that 
is in the hands of the executor on the 
date of distribution plus the amount 
paid out for estate taxes. When it is 
considered, however, that the distribu- 
tion is in fact generally made from time 
to time to various legatees and that there 
is the problem of insurance payable to 


the wife, includible transfers to the wife, 
property owned jointly with the wife, 
special money bequests, and etc., such 
formula seems practically impossible to 
apply. For example, suppose the estate 
consisted of the following: 


1,000 sh. A stock @ $100 $100,000 
1,000 sh. B stock @ $150 150,000 
1,000 sh. C stock @ $100 100,000 
Home 50,000 
Revocable trust payable to wife 50,000 
Total $450,000 

Debts and expenses of 
administration $ 20,000 
Adjusted Gross $430,000 
1% Adjusted Gross $215,000 


Now suppose the following takes 
place during administration: 


(1) The home is delivered to the wife as 
a part of her marital bequest at a 
time when it is worth $60,000 

(2) 200 sh. of B stock are delivered in 
satisfaction of money bequests of 
$20,000 at a time when such stock is 
worth $100 per share 

(3) 500 sh. of C stock are sold at $125, 
or a total of $62,500 

(4) Debts and expenses of $20,000 and 
estate taxes of $37,000 are paid. 


This leaves on hand the following: 


Cash $ 5,500 
800 sh. of B stock worth $60 

per sh. 48,000 
1,000 sh. A stock worth $110 

per sh. 110,000 
500 sh. C stock worth $130 

per sh. 65,000 


Under the form of bequest quoted 
above and the above state of facts, what 
property would the wife get in satisfac- 
tion of the remaining portion of her 
marital bequest? I fear that trustees and 
the courts are going to find themselves 
at a loss to decide when they are called 
upon to administer many wills now on 
file. From the language suggested by 
Messrs. Kiley and Golden on page 794, 
I must confess that I could not say with 
any degree of certainty what the wife 
would get under that language. 


(Continued on page 51) 
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UNDED life insurance trusts be- 
came so prevalent in the early 
Twenties that Congress, to prevent their 
further growth as a means of minimizing 
taxes, included the following provision 
in Section 219(h) of the Revenue Act 
of 1924: “. . . where any part of the in- 
come of a trust is or may be applied to 
the payment of premiums upon policies 
of insurance on the life of the grantor 
.. such part of the income of the trust 
shall be included in computing the net 
income of the grantor.” This language 
now appears as Internal Revenue Code 
Section 167(a) (3). 

Nine years after the adoption of the 
statute, the landmark decision of Burnet 
v. Wells, 289 U.S. 670, 77 L. ed. 1439, 
53 S.Ct. 761, held that even though the 
settlor’s trust was irrevocable and had 
been created before the enactment of the 
statute, the legislative provisions did not 
constitute an arbitrary taking of prop- 
erty so as to violate the Fifth Amend- 
ment of the United States Constitution. 
This decision, with the Supreme Court 
dividing five to four, loosed a torrent of 
analytical comment. “The pros and 
cons of the disagreeing justices have 
been almost too freely aired,” asserted 
Circuit Judge Clark, citing many of 
the articles which had appeared by 
1941 when he wrote the opinion in Rieck 
v. Commissioner, 118 Fed. (2d) 110, 
to the effect that premium payments on 
life insurance policies, assigned by the 
insured to a trust created by the insured, 
were taxable as income to the insured 
though the beneficiaries advanced to 
the trustee sufficient funds for payment 
thereof and were reimbursed as soon as 
receipt of trust income permitted. This 
scheme of reimbursement was designa- 
ted as a mere “arrangement of conveni- 
ence” by Judge Clark, and ascribing 
any legal effect to it “would bring about 
its universal adoption and so abrogate 
the entire rule.” 


Scope of Section 


The scope of I.R.C. 167(a)(3) is 
limited, and therein and in the peculiar 
versatility and adaptability of life insur- 
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REVEL L. OLSON 


Member of the California State Bar; San Marino 


This article is based on Mr. Olson’s 
response to a question submitted to the 
Panel Discussion on Income Tax Prob- 
lems in Estates and Trusts, sponsored by 
Title Insurance and Trust Co. of Los 


Angeles. In subsequent issues, we shall 
publish the other replies on a wide range 
of practical questions by outstanding tax 
practitioners.—Editor’s Note. 





ance contracts lies the importance of 
funded life insurance trusts today as an 
effective instrumentality for saving in- 
come taxes. 

Is any part of the income of the trust 
in fact applied to the payment of pre- 
miums upon policies on the life of the 
grantor? May any part of the income 
of the trust be applied to the payment 
of such premiums? Are the premiums 
which are paid from the income of the 
trust, premiums upon policies on the 
life of the grantor? These are some of 
the important questions conditioning the 
applicability of this section. 

Many of the cases giving the answers 
to these questions have been well sum- 
marized in 6 Mertens, Law of Federal 
Income Taxation, par. 37.22: 


The grantor is taxable only on that 
part of the trust income so used to pay 
premiums to the extent that there were 
in the tax year policies upon which it 
would have been physically possible for 
the trustees to pay premiums. Genevieve 
F. Moore, 39 BTA 808; Percy M. Chand- 
ler, 41 BTA 165, aff'd 119 Fed. (2d) 
623, C.C.A. 3d, 1941; Joseph Weil, 3 
T.C. 579; Rand v. Helvering, 116 Fed. 
(2d) 929, C.C.A. 8th, 1941, cert. den., 
313 U.S. 594, 61 S. Ct. 1120, 1941. In 
Charles Stewart Mott, 30 B.T.A. 1040, 
the Commissioner apparently made no 
effort to tax the entire income of the 
trust to the grantor, but only the pre- 
miums on insurance policies then in 
force. Even as to these the Board was 
reversed by the Sixth Circuit Court of 
Appeals which construed the trust to 
permit payment of income for premiums 
only on policies taken out after the in- 
ception of the trust; since none were 
taken out the income was held not tax- 


able to the grantor (85 Fed. 2d 315, 
1936). 


Regulations Broader 


Under the pertinent provisions of 
Regulations 111, Sec. 29.167-1, the en- 
tire income of the trust will be swept 
into the taxable income of the grantor 
if any part of the income of the trust 
“at some time” may be applied to the 
payment of premiums upon policies of 
insurance on the life of the grantor; the 
language of the Regulations does not 
limit the trust income to be taxed to the 
grantor to the trust income of the tax 
year. This broader construction which 
the language of the Regulations war- 
rants, and which it must be admitted is 
not in conflict with the statute, “would 
make the income of practically every 
trust taxable to the grantor unless under 
the terms of the trust or the laws of the 
controlling state the trustee could not 
pay insurance premiums out of trust 
income. The issue is far from settled and 
taxpayers contemplating creation of 
trusts would do well specifically to ex- 
clude from the powers of investment the 
right to take out insurance policies on 
the life of the grantor. The statute speaks 
in broad terms and says the income is 
taxable if it may be applied to the pay- 
ment of premiums. The issue is whether 
this provision looks only to the particu- 
lar taxable year or to the possibility of 
such payments.” 6 Mertens, Law of Fed- 
eral Income Taxation, par. 37.22. 


‘Other cases are further illustrative of 
the manner in which the courts have re- 
solved questions not expressly covered 
by the language of the statute. Thus, in 
Corning v. Comm., 104 Fed. (2d) 329, 
C.C.A. 6th, 1939, trust income was held 
not taxable to the settlor where the trust 
instrument contained no express or 
clearly implied authority to the trustee 
to apply it to the payment of premiums 
on insurance on the life of the settlor, 
there were no existing policies on which 
the premiums might have been paid, 
and no part of the trust income was so 
applied. 132 A.L.R. 819, 823. 

An endowment policy was held to be 
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within the contemplation of 167(a) (3) 
in “Heffelfinger v: Comm., 87. Fed.. 2d 
991, C.C.A. 8th (1937), the court point- 
ing out that it made no distinction be- 
tween that part of the premium which 
equalled the cost of protection and the 
excess which represented the investment 
feature of the policy, and the provision 
was held to be constitutional as so ap- 
plied. The setilor, on the same date that 
he took out the policy, had created an 
irrevocable trust to pay the premiums 
from the income and reserved no rights 
in the trust or the policy to himself. 109 
A.L.R. 1048, 1049. 


In Garrett v. Comm., 180 Fed. (2d) 


955, C.C.A. 2d, 1950, the income from 
3/10 of the.securities of an irrevocable 
funded life insurance trust was required 
to keep the insurance in force. The pri- 
mary purpose of the trust was the pre- 
servation of insurance policies on the 
grantor’ life until his death. It was 
held that, for estate tax purposes, the 
life insurance policies and 3/10 of the 
securities should be included in the 
grantor’s estate. 


How to Avoid Tax to Grantor 


One of the outstanding characteristics 
of a life insurance contract is that the 
life insured under it and the owner of 
it may be two different individuals; 
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CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1950 
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in fact, the owner may be an artificial 
person, a corporation or trust. Cross. 
ownership of life insurance contracts— 
the owner-applicant being a person other 
than the insured—is a common pro- 
cedure. But apparently it is not well 
understood that the cross-ownership idea 
may be combined with the funded life 
insurance trust idea to realize a substan. 
tial annual savings in income taxes; the 
trust becomes the entity which pays the 
income tax on the income, and the grant- 
or whose tax rate is probably much 
higher than that of the trust, avoids tax 
on that particular income even though 
the income makes its full economic con- 
tribution to the financial objectives of 
the grantor or his family. Arrangements 
to achieve this result are suggested by 
the following cases. 

Let us assume that husband and wife 
each own their respective separate prop- 
erty estates. They join in the creation 
of a trust for the benefit of their chil- 
dren, the husband contributing non-in- 
come-producing insurance policies upon 
his life and the wife contributing in- 
come-producing properties. The income, 
though not specifically required by the 
terms of the trust to be so used, is ap- 
plied to the payment of premiums upon 
the insurance policies. Under such facts 
the Commissioner included the income 
of the trust in the gross income of each 
petitioner, husband and wife, but the 
Tax Court in Cartinhour v. 
T.C. 482 (1944) 
was not a part of the gross income of the 
under I.R.C. 167(a)(1),(2) 


or (3), since he was not the grantor of 


Comm., 3 
held that the income 


husband 


the property which produced the income. 
Nor was the income taxable to the hus- 
band under I.R.C. 22(a) or under Hel- 
vering v. Clifford, 309 U.S. 331. 

Another case illustrating the principle 
that a trust provision for payment of 
premiums on life insurance on someone 
other than the grantor, though it be 
grantor’s spouse, does not fall under 
I.R.C. 167(a) (3) is Willson v. Comm., 
44 B.T.A. (1941) in which a wo- 
man created a trust and irrevocably as- 
signed to it certain insurance policies 
taken out on the life of her husband and 
also transferred certain securities to the 
trust with directions to use the income 
therefrom to pay the premiums on the 
policies and to accumulate the balance 
of the income, if any, and add it to the 
corpus of the trust. It was held that the 
income used to pay the premiums on the 
insurance policies was not taxable to 
her, following Lucy A. Blumenthal, 30 
B.T.A. 591. 


Where the trust contains no restric- 
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tions on the use by the beneficiary of 
moneys received from such trust income, 
and the beneficiary voluntarily applies 
a part of the trust income to the payment 
of life insurance premiums on trustor’s 
life, the grantor is not subject to income 
tax on such income. Thus, in Lewis 
Barker, T.C. Memo Opinion Docket 110- 
g90, Sept. 20, 1943, it was held that 
where no part of the trust income could 
be applied for the grantor’s own pur- 
poses. and the trust instrument contained 
no provision for application of trust in- 
come to pay life insurance premiums on 
trustor’s life, the voluntary application 
by beneficiary of a part of her receip's 
from the trust for such purpose did not 
make that part of the income taxable 
to the trustor. 


Analogous Cases 


Similarly, in George F. Booth, 3 T.C. 
605, taxpayer in prior years carried a 
large amount of life insurance with his 
wife as the original beneficiary and 
subsequently her rights were assigned to 
him. He also created a securities trust 
for the benefit of his wife and children, 
and the income therefrom was payable 
to her for life, and she reported the in- 
come as her own. Subsequently, taxpay- 
er created three life insurance trusts for 
his children and his wife paid the pre- 
miums on the insurance policies con- 
tained in the trusts and interest on loans 
thereon. It was held that it was her in- 
come and she made the choice as to its 
disposition without his direction or con- 
trol, and the income of the trust created 
for her was not taxable to petitioner- 
taxpayer. 

In Ralph W. Conant, 7 V.C. 453, pay- 


ment of premiums on insurance on 
grantor’s life by the trustee at the direc- 
tion of grantor wife was held not to 
make the income of the trust so used 
taxable to grantor, but it was held tax- 


able to the wife. 


Even though life insurance policies 
are on the life of the grantor, he may 
divest himself of the incidents of owner- 
ship in the policies to such an extent, 
and may fund the trust, that the income 
thereof is not included in his income for 
tax purposes: “In Rockwell v. Granger, 
62 F. Supp. 907 (1945), plaintiff made 
a gift of bonds and his interest in life 
insuran-e policies on his life to his wife. 
The gifi was complete and uncondition- 
al. She created a trust and assigned and 
transferred the bonds and her interest 
as beneficiary in the life insurance poli- 
cies to the trustee, which assignment and 
transfer were complete and uncondi- 
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tional. Under the trust agreement, the 
trustee was to receive the income, pay 
the insurance premiums and expenses of 
the trust, and the balance of the trust 
income was to be paid to her for life 
and to lineal descendants after her death. 
It was held that the gift vested complete 
title to the property in plaintiff's wife, 
that the subsequent trust created by her 
was created without any agreement, con- 
trol or direction of plaintiff-husband. 
and that the income from the bonds was 
income of the trust estate which was not 
taxable as income of plaintiff.” 6 Mer- 
tens, Law of Federal Income Taxation, 
par. 37.22, n. 15. 














is available to you. 





48 Wall Street 
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spec ific investment problems. 





If there is not a valid gift, as in Rock- 
well v. Granger, supra, the transaction is 
the same as though the purported donor 
had himself given the property to the 
trustee. In F. Coit Johnson, 33 B.T.A. 
1003, it was held that the fund was 
created at the husband’s instance and 
intended for his benefit by enabling him 
to take as a deduction in computing his 
taxable net income what he would pay 
on his obligations to the insurance com- 
panies. The decision was affirmed in 86 
Fed. (2d) 710, C.C.A. 2d. 1936, because 
there was no valid gift; the income was 
taxable to the purported donor. 

(Continued on page 50) 





FACTS ALONE 
are 
not 
enough 


For many years we have functioned 
as investment brokers, serving a large number of insti- 
tutional and individual clients. The raw material with 
which we work is facts—cold statistics. 

But the true value of our function lies not in facts alone, 
but in their /terpretation—in the clear-cut and accurate 


analysis our years of experience enable us to apply to 


Only by keeping constantly informed concerning all 


aspects of markets and securities, and by evaluating these 


trends in the light of the individual situation, are we able 
to offer the sound, comprehensive investment service our 


customers expect of us. This same character of service 


R. W. Pressprich & Co. 


201 Devonshire Street 
BOSTON 10 


Members New York Stock Exchange 
GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
EQUIPMENT TRUST CERTIFICATES « INVESTMENT STOCKS 
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COOPERATIVE INVESTMENT ANALYSIS 


FOR SMALL OR MEDIUM-SIZED TRUST DEPARTMENTS 


N the early days of trust business, 

both large and small trust depart- 
ments had available a sufficient quan- 
tity of mortgages, bonds and other fixed 
income investments of satisfactory qual- 
ity and yield. In recent years fewer 
mortgages have been available, and 
these only at reduced interest rates. 
Quality bonds with high coupons have 
either been called or refunded into issues 
bearing sharply lower interest rates, and 
generally selling on a yield basis only 
slightly better than U. S. Government 
bonds and, in many cases, with consid- 
erably longer maturity. In those in- 
stances where preferred stocks had been 
or could be used, similar refunding into 
lower dividend securities has also been 
experienced. 

Simultaneously the cost of living has 
been increasing so markedly that trus- 
tees are being urged to take steps to 
obtain a higher income for the benefici- 
aries. 

In an effort to keep the funds fully 
invested, many small trust departments 
have acquired U. S. Treasury bonds, 
using series “G” bonds in substantial 
quantities. Some investments have been 
made in Savings and Loan shares, which 
produce a somewhat larger return than 
can be obtained from U. S. Treasury 
bonds. These steps, however, have not 
resulted in obtaining an adequate return 
for most income beneficiaries. In some 
“legal” states, such as Pennsylvania, use 
of certain preferred stocks has been au- 
thorized by the’ Legislature. More states 
are permitting use of common stocks 
for trust funds, particularly through 
passage of the Prudent Man Rule. 


Providing an Analysis Division 


Under present conditions, we find that 
the only sources of investments available 
to a trustee, in sufficient quantity and 
producing a satisfactory yield, are pre- 
ferred and common stocks. In purchas- 
ing either of these types of securities the 
small trust department is at a distinct 
disadvantage in relation to the large de- 
partment with information and analyses 
available from its own investment divi- 
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CHARLES F. BORGEL 
Trust Officer, First National Bank of York, Pa. 


Selection and reappraisal of investments 
for trust funds, has, particularly in recent 
years, required abilities and facilities not 
often available to any but the larger trust 
departments with tens of millions of fidu- 
ciary assets. Yet it is in the management 
of securities that most potential liability 
and loss of good-will lie. Attempts to scat- 
ter limited personnel over a wide variety 
of properties and securities only make it 
more difficult to do real investment an- 
alysis. One of the most interesting plans 
by which essential statistical and analyti- 
cal work can be economically achieved is 
that described by Mr. Borgel in response 
to our request. The manuscript is based 
on the experience which his department 
has had as a cooperating subscriber to a 
program which promises a practical an- 
swer to a basic need of many trust depart- 
ments—Editor’s Note. 





sion and sufficient personnel to make 
a personal investigation of issuer com- 
panies. The small department cannot 
afford to set up its own investment di- 
vision, and in the past it has depended 
largely on such sources of information 
as the various manuals, correspondent 
banks and brokerage firms. While these 
sources are helpful, the information is 
not always available in a review of a 
particular security. 


The investment counsel firm of Stud- 


ley, Shupert & Co., Boston and Philadel- 
phia, after working with many large 
banks in developing statistical material 
and serving in advisory capacities to 
private trustees for a number of years, 
conceived a cooperative program for 
smaller trust departments now being 
used by more than a score of banks in 
three states, following its extended test 
trials. 

A selected list of securities, including 
bonds, preferred stocks and common 
stocks, were chosen and set up in a 
“Guidance List.” This list currently in- 
cludes 71 issues of bonds, 36 issues of 
preferred stocks and 73 issues of com- 
mon stocks, divided in the following 
groups: Public Utility, Telephone, Rail- 
road, Industrials, Insurance and Banks. 


Many Uses of Guidance List 


The guidance list contains informa- 
tion relative to current earnings, call 
price, market value and yield, and sets 
forth the tax status in certain states. The 
list is revised quarterly, in order that 
the information is current, and any ad- 
ditions or removals from the list of any 
items are covered by an appropriate 
explanation. 


The items contained in the guidance 
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list are supported by separate studies of 
each company, revised annually and cov- 
ering the factual and historical back- 
ground of the company and its satistical 
position for a period of twenty years, 
which includes its capitalization, balance 
sheet, earnings and prices. The accom- 
panying Price Data chart illustrates the 
form in which one part of this analytical 
review data is made available. 


The guidance list includes securities 
that are legal and non-legal for trust 
investments and can be used for both 
legal and discretionary accounts. No 
recommendations are ever made to buy 
or sell any particular security since a 
decision of this nature must rest with 
the individual trust department. There 
is, therefore, no question of delegation 
of authority or discretion. 

There is no problem of over-concen- 
tration of funds in a limited selection 
siyce the asset value of the companies 
in the guidance list is so large as to 
represent a very generous proportion of 
the total assets of American industries. 
Any artificial over-pricing would auto- 
matically be adjusted; if any individual 
security is selling out of line yield-wise, 
the statistical measures of relative values 
will show it up. 





The use of this guidance list and the 
material which supports it can be of 
invaluable assistance, furnishing the 
same information which is available to 
the large trust departments from their 
own investment division. It can be used 
by the trust committee when considering 
the investment of available funds and 
when reviewing presently held invest- 
ments. If the decisions of the trust com- 
mittee are questioned at some future 
time the information will assist the trust 
committee to support its decision. 


Protective and Impartial 


When purchasing or reviewing stocks, 
trustees want to be sure that their rec- 
ords show they were aware of the low 
as well as the high side of the picture. 
The Common Stock Summary, sample 
page of which is reproduced on the next 
page, gives “worst year’ figures, and 
such important comparatives as average 
mean prices related to the current price. 
Other headings under which data are 
given for all “list” equities are: Average 
Earnings (four different periods). Divi- 
dend Pattern and percentage of ten-year 
earnings distributed. 


The expense of doing advisory work 


has heretofore precluded all attempts to 
set up a group service, but it is now 
provided at a fee of but several hundred 
dollars a year. This has also been de- 
veloped so that a formal report on an 
individual account is prepared for each 
group member annually. From the ac- 
counts submitted by the banks, those 
presenting a problem common to all 
members are appraised and the review 
distributed to each member with, of 
course, all identification omitted. 


It is natural to find the securities of 
good local companies in some trust de- 
partment portfolios. No comments are 
made on the quality of these items, but 
opinions are given on the principles con- 
cerned. Sometimes a bank is retaining 
more of an account’s assets in local is- 
sues than it would like to hold. An out- 
side independent organization can often 
recommend action as to such invest- 
ments which the local banks could not 
initiate without embarrassment, a ser- 
vice that is especially helpful in cases 
where a disinterested opinion is needed. 


A typical comment on an individual 
security reads as follows: 


“To summarize, we believe that for 
four reasons the M Company holding 





We maintain complete trust 


services for individuals and corporations. We invite your 


inquiry whenever we can be of assistance in this area. 


CITY NATIONAL BANK 


AND TRUST COMPANY of Chicago 
208 SOUTH LA SALLE STREET 


(MEMBER FEDERAL DEPOSIT INSURANCE CORP.) 
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To Serve You 
in Canada 


* 


Our business is that of a trust 
company; we are not engaged in 


banking. 


Incorporated and organized in 
1889, we now have assets aggre- 
gating hundreds of millions of 
dollars under our administration. 


If you have, or want to acquire, 
any kind of property in Canada, 
we can serve you. Our Managers 
and Trust Officers are expe- 
rienced and reliable, and we be- 
lieve our Investment and Real 
Estate Departments have excep- 
tional ability and facilities for 
advising and aiding those who 
wish to participate in the devel- 
opment and expansion of Can- 


ada. 
* 


MONTREAL 
TRUST 
Company 


Head Office: 
511 PLACE D’ARMES, MONTREAL 


Other Offices In — 


HALIFAX TORONTO WINNIPEG 
CALGARY EDMONTON VANCOUVER 
VICTORIA CHARLOTTETOWN 


ST. JOHN’S, Nfid. LONDON, ENG. 
NASSAU, B. W. I. 


should be reduced to about 300 


shares: 
1. The proportion of common 
stocks now in the list is too 
large. 


2. The principle of rational dis- 
tribution of risk is violated by 
the present heavy concentration 
in that one issue. 


3. Other high-grade stocks can be 
substituted for part of the M 
commitment without detriment 
to the quality of the investments. 


4. Such advantages as may previ- 
ously have attended the testa- 
tor’s position as executive of 
the Company no longer exist. 


Each participating bank has an ade- 
quate source of corporate securities pos- 
sessing the requisite intrinsic merit for 
trust fund use. Through the quarterly 
reports on the guidance list and the sup- 
porting statistical data, each institution 
has assurance its investments in this 
field are being carefully watched and 
that it is following sound practice in 
respect to the administration of its in- 
vestments in corporate bonds, preferred 
and common stocks, 


There is good evidence of prudence 
in auditing one’s judgment with a com- 
petent and independent advisory staff. 
In group problems such as this, each 
bank shares the opinions rendered on 
important accounts and other institu- 


tions, thus being able to apply these 
decisions to its own problems. 


Banks using this cooperative plan are 
constantly increasing its usefulness by 
making suggestions for improving the 
service. 


With the trend toward the use of pre- 
ferred and common stocks, the small 
trust department must prepare itself, 
because any steps taken in this direction 
should be the result of careful study to 
avoid future trouble. The small trust 
department, feeling that it cannot set 
up its own investment department to do 
the work, should find a centralized ser- 
vice to be of considerable value. 


Nadler Discounts 
Full-out Inflation 


Confident that inflation that will de- 
velop in the United States will be mode- 
rate, Dr. Marcus Nadler, professor of 
Finance and Banking, New York Uni- 
versity, told officers of the Central Han- 
over Bank & Trust Co., for which he is 


consulting economist, that his conclu- 


sions were reached because: 1. The 
nation’s already great productivity is 


increasing; 2. a sharp rise in prices re- 
duces correspondingly purchasing power 
which must have its effect on the mar- 
ket; 3. 


spiral would bring strict controls; 4. 


acceleration of the price-wage 


already high income taxes will probably 
be raised. 





Analysis of Stocks By Industry Groups 
(On Per Share Basis) 
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| Dept. Stores 
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FIDELITY.PHILADELPHIA 


TRUST COMPANY 


Organized 1866 


Statement of Condition December 31, 1950 


DIRECTORS 


LEDYARD HECKSCHER 
THOMAS D. M. CARDEZA 


LAWRENCE SAUNDERS 
President 
W. B. Saunders Companys 


GEORGE WHARTON PEPPER 
Pepper, Bodine, Stokes & Hamilton 


ROBERT DECHERT 
Barnes, Dechert, Price, Myers & Clark 


MARSHALL 8. MORGAN 


W. FINDLAY DOWNS 
President 
Day & Zimmermann, Inc. 


JAMES H. ROBINS 
President 
American Pulley Company 


ADOLPH G. ROSENGARTEN, JR 
Stradley, Ronon, Stevens & Young 


STANLEY W. COUSLEY 
Chairman of the Board 


FRANCIS J. CHESTERMAN 
ORVILLE H. BULLITT 


THOMAS B. K. RINGE 
Morgan, Lewis & Bockius 


MALCOLM ADAM 
President 
The Penn Mutual Life Insurance 
Company 


H. HOFFMAN DOLAN 


PAUL DREWRY FOX 
Treasurer 
The Pennsylvania Railroad 
Company 


HOWARD C. PETERSEN 
President 


GEORGE B. BEITZEL 
President 
Pennsylvania Salt Manufacturing 
Company 


BRADFORD SMITH, JR. 
Vice-President 
Insurance Company of 
North America Companies 


ASSETS 
Cash and Due from Banks ........ 


U.S. Government Securities . . a 
State, County and Municipal Securities. . 
Other Securities . ani ore 

Stock of Federal Reserve Bank 

Loans, less Reserve .......eo-e 
Mortgages . . . , sei ae See 
Investment in Fidelity Building Corporation 
Branch Office and other Real Estate . 


Vaults, Furniture and Fixtures . . ... 
Accrued Interest Receivable ...... 
Prepaid Taxes and Expenses ...... 
Cee Sd is he we we a es es SD 


Total Assets 


LIABILITIES 


Deposits 
U.S. Treasury .... $ 
Other Deposits 


2,645,022.38 
198.007 ,055.41 





Unearned Discount. . 

Other Liabilities ree 

Reserve for Interest, Taxes,etc.. ..... 
Total Liabilities . JS ww (ee, ee 


Reserve for Contingencies . 

Capital Funds 
a $ 6,700,000.00 
ee 13,500,000.00 
Undivided Profits . . . 5,734.231.80 
Total Capital Funds . 


Total Liabilities, 
Reserve and Capital Funds . 


$ 51,588,401.08 
53,322,189.02 
18,029,994.62 
14,885,251.30 
600,009.00 
83,793.706.356 
3,407 ,035.47 
2,689,117.48 
1.00 
402,116.37 
853,503.30 
100,582.16 
84,634.69 


$229,754.552.85 
cans 





$200,652,057.79 
354,142.98 
217,458.68 
816.601.50 
$202,U2..00].u5 


2,000,000.00 


25,754,231.80 


$229,754,552.85 
Pas EA eS aia 


a! 


United States Government obligations and other securities carried in the above 
statement are pledged to secure Government, State and Municipal deposits, 
Clearing House Exchanges and for fiduciary purposes as required by law in the 


sum of $30,371,381.34. 


HOWARD C. PETERSEN, President 


BROAD AND WALNUT STREETS, PHILADELPHIA 9 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 








Pennsylvania Trust Conference 





Current Trust Questions 


IMPROVEMENTS IN LAW AND PROCEDURE NOTED 


OINTING out that total assets of in- 

dividual trusts in Pennsylvania in- 
creased from $3,243,747,205 to $3,315.,- 
091,644 during the past ten months, D. 
Emmert Brumbaugh, Secretary of Bank- 
ing, told the annual Mid-Winter Confer- 
ence the Trust Division of the Pennsyl- 
vania Bankers Association, meeting in 
Harrisburg on December 8th, that “this 
means your trust departments are giving 
good service. High inheritance taxes and 
higher income taxes mean smaller estates 
and even in the face of this situation you 
have been able to increase your trust 
funds.” 

Mr. Brumbaugh stressed the need for 
a strong economy, especially during the 
present international crisis, and called 
for the government to “get out of the 
loaning business and discontinue subsi- 
dies, except where they are absolutely 
necessary to provide our needed mate- 
rials and food.” 

Donald P. Horsey, President of First 
National Bank of Conshohocken and of 
the P.B.A., called for a closer coordina- 
tion of trust and general banking activi- 
ties. He urged the trustmen to tie in 
their activities more closely with the 
remainder of the P.B.A. program. 


Robert D. Ferguson, vice president in 
charge of trusts at Peoples First Na- 
tional Bank and Trust Co., Pittsburgh. 
presided at the session. 


New Laws and Decisions 


The committee on the Law of Dece- 
dents’ Estates and Trusts reported that 
the Joint State Government Commission 
will submit drafts of at least three addi- 
tional acts in the fiduciary field to the 
1951 Session of the General Assembly. 
namely an Orphans’ Court Act of 1951, 
a Register of Wills Act of 1951 and an 
Incompetents’ Estate Act of 1951. Com- 
mittee Chairman John L. Propst, assist- 
ant vice president of Mellon National 
Bank and Trust Co. of Pittsburgh, indi- 
cated that the most important changes 
in the first named proposal deal with 
the enlargement and clarification of the 
jurisdiction of the Orphans’ Court, 
which, until 1931, did not include the 
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administration and distribution of inter 
vivos trusts. In the draft submitted, jur- 
isdiction is enlarged to give the Orphans’ 
Court exclusive jurisdiction of inter 
vivos trusts, except in the limited in- 
stances when the Common Pleas Court 
already has jurisdiction, and to include 
the administration and distribution of 
the estates of incompetents. The pro- 
posed Act does not give the orphans’ 
court jurisdiction over an employees’ 
pension trust. In the only known re- 
ported decision dealing with such a 
trust, jurisdiction was assumed by the 
common pleas court: Luden, Inc., Em- 
ployees’ Trust Fund, 42 Berks 1. 

The sections dealing with venue and 
situs are also significant. Mr. Propst 
commented. The remaining provisions 
of this proposed Act are largely pro- 
cedural and repetitive of existing law. 
Many of the changes recommended in 
the Proposed Register of Wills Act of 
1951 were required to conform with 
the provisions of the proposed Orphans’ 
Court Act of 1951 and the Fiduciaries 
Act of 1949. This proposed act will not 
affect in any way the business of a cor- 
porate fiduciary. 

The proposed Orphans’ Court Act of 
1951 gives the orphans’ court exclusive 
jurisdiction of the “administration and 
distribution of the real, and personal 
property of the estates of incompetents, 
except when the jurisdiction thereof al- 
ready has been acquired by another 
Pennsylvania court before” January 1, 
1952. Provision is also made in that act 
for the transfer to the orphans’ court of 
incompetents’ estates already within the 
jurisdiction of the common pleas court, 
of course with the consent of both 
courts. The provisions of the proposed 
Incompetents’ Estate Act of 1951 will 
apply only to estates within the juris- 
diction of the orphans’ court and are 
based largely on comparable sections of 
the Fiduciaries Act of 1949 dealing with 
minors’ estates. 


Mr. Propst reviewed the pertinent pro- 
visions of the Revenue Act of 1950, cit- 
ing particularly the amendment which 
gives a fiduciary an additional month to 


file the income tax return of an estate 
or trust. Under the new law the estate 
of a decedent can continue to pay its 
income tax in four equal installments; 
however, this privilege is denied trusts. 
(Other provisions of the law have been 
previously reported. ) 


Several recent cases were noted, in- 
cluding Lentz Estate which, as reported 
in May 1950 Trusts aNp Estates 354, 
refused to surcharge a trust company for 
investment losses where evidence of fre- 
quent reviews was produced; Kennedy 


Trust (Ibid.) which awarded commis- 
sion on distribution of principal al- 
though the trust referred to income 
only: Yeager Estate, 69 D. & C. 228, in 
which it was held that each of three 


executors was entitled to receive com- 
pensation in accordance with the direc- 
tions of the testatrix, but only $16,000 
out of nearly $25,000 total compensation 
was allowed as a deduction for inherit- 
ance tax purposes; and Williamson Es- 
tate, argued before the Pennsylvania 
compensation — on 


trustee to interim 


corpus. 
Three Suggestion Memos 


The Estates Act and the Fiduciaries 
Act of 1949 brought about important 
changes in the duties and responsibili- 
ties of fiduciaries in connection with 
the management of and accounting for 
real estate. Real property now receives 
substantially the same treatment as per- 
sonal property in the hands of executors. 
administrators and trustees. As an aid 
in this period of transition, the Commit- 
tee on Trust Department Operations 
prepared “Suggestion Memo” #17 con- 
taining practical ideas for handling real 
estate in fiduciary accounts. Chairman 
George C. Robinson, Jr., trust operations 
officer of Fidelity-Philadelphia Trust 
Co., cited the comprehensive procedure 
and forms for managing real estate and 
mortgage loans recently completed by 
the Companion Committee of the A.B.A. 
Trust Division, set forth in full in the 


October issue of the Trust Bulletin. 


Mr. Robinson’s committee has also 
drafted another “Suggestion Memo” 
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(#18) entitled “Receiving Securities in 
New Accounts.” This describes an ideal 
procedure for taking physical possession 
of securities turned over to a corporate 
fiduciary either as agent, custodian or 
in a fiduciary capacity. 

The third “Suggestion Memo” (#19) 
submitted at the meeting is entitled “Ad- 
ministrative Reviews” and is designed 
to enable fiduciaries from 
time to time make a careful review of 
their administration to insure that the 
provisions of the trust instrument are 
being followed and for the purpose of 
determining to what extent the trustee 
can be of further service to its custom- 


corporate 


ers. 

A complete list of 
which are. still 
can be obtained from the 


“Suggestion 
Memos” available for 
distribution. 


committee. 


Other Proceedings 


Two other featured speakers were 
the Hon. Hugh C. Boyle, 
Judge. Orphans Court of 
County, 
Judge 
tion of real estate under the 
Act of 1949, while Dr. Palyi discussed 
the current trends toward inflation and 


President 
Allegheny 
and economist Melchior Palyi. 


Boyle outlined the administra- 


Fiduciaries 


communism. 

\ panel discussion on Organization. 
Principles and Practice of Trust Invest- 
Albert W. Whittlesey. 


vice president of The Pennsylvania Com- 


ment was led by 


pany for Banking and Trusts, Philadel- 
phia. Participants were: L. M. Camp- 


bell. vice president and trust officer, Oil 
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City National Bank; Theodore L. Cuy- 
ler, III, vice president, Berks County 
Trust Co., Reading; and Malcolm E. 
Lambing, vice president, Peoples First 
National Bank and Trust Co., Pittsburgh. 

Additional committee reports were 
presented on: Cooperation with the Bar 
(Robert Munroe, III). Costs and 
Charges (William A. Huff, Jr.), Taxa- 
tion (George W. Hornsby), Investments 
(J. Regis Walthour), Trust Information 
(A. M. MeNickle), and _ Legislation 
(Sidney D. Kline). 


& BA & 


Women’s Forum Planned 
By Pennsylvania Company 


The first women’s financial forum an- 
nounced by a Philadelphia bank is be- 
ing planned by Pennsylvania Company 
for Banking and Trusts. Set for early 
Spring, the forum will consist of four 
meetings in four consecutive weeks and 


will be held in the ball room of one of 
the city’s large hotels. 
William Fulton Kurtz, _ president, 


stated that the series is planned as a 
public service in view of women’s wide- 
spread interest in financial aspects of 
business and the nation’s economy. Two 

with 
author 


announced 
others to follow. Edgar T. Scott. 
of the recent best seller. “How Te Lay 
a Nest Egg.” (see T.&E.. Nov. 1950). 
will discuss investments. and E. A. Ro- 
berts, president of the Fidelity Mutual 
Life Insurance Co.. will talk on life 
insurance and its place in the family 


speakers have been 


economy. 
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ABA Issues Booklet 
On Salary Program 


The comprehensive brochure, “How 
To Set Up a Salary Program in the 
Smaller Bank,” recently issued by the 
ABA, is an endeavor to place before the 
financial institution having from five to 
30 employees, some of the experience 
available to the larger banks. The book- 
let embodies a simplified approach to 
and practical application of methods now 
recognized as productive of desirable re- 
sults. Four hundred pilot banks cooper- 
ated in furnishing the factual informa- 
tion from which the program was de- 
signed. 
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This company engages 
only in the trust busi- 
ness. It does no banking 
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deposits subject to 
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How the Investor Can Help 


Make Free Enterprise Work. 


T this critical hour it seems worth- 
while to remember that American 
investors are definitely a part of our 
defense mechanism. Directly or indi- 
rectly, we provide the planes, the tools 
and the equipment so necessary for our 
industrial machine to function. It is our 
obligation and responsibility to make 
sure that so far as lies within our power 
there is as little interference with this 
investing process as possible. 


It will be my task to view the invest- 
ment problem externally; to see the 
house as a whole, its structure, its ability 
to withstand storms and stresses and 
perhaps examine the forces which are 
threatening its existence as well as assay 
their methods of attack. 


This is an age of fables, and particu- 
larly economic fables. The enemies of 
free enterprise, the profit and loss sys- 
tem, the American Way of Life (or 
whatever our particular national econ- 
omy should be called) have developed 
a folklore or collection of fables to 
shape and control men’s minds. They 
have told many fables, but here we 
concern ourselves with only seven of 
them, viz.: 


(1) The fable that the American 
form of capitalism is like other capi- 
talisms. 


This concept is utterly false. In our 
country industry did not become im- 
portant in the early years of its exist- 
ence. It is based upon a system of free 
agriculture, whereas in the principal 
countries of Western Europe the indus- 
trial revolution evolved in a monarchis- 
tic framework which itself developed 
from feudalism. There is no real tradi- 
tion of free enterprise in Europe. Their 
industrial set-up is a low-wage, non- 
competitive system operating in normal 
times with an over-supply of labor and 
a shortage of raw materials, while 
American capitalism rests on plentiful 





From an address in the series, “You and Your 
Dollars,” jointly sponsored by Town Hall, Inc., 
New York, and the Federation of Women Share- 
holders in American Business, Inc., Dec. 12, 1950. 
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raw materials and a scarcity of labor. 
We exploit machines, not men. 


Not Competitive 


In Great Britain conditions prior to 
World War II were the complete anti- 
thesis of competition. Businesses were 
rationalized by allotting them a _ per- 
centage share of the total of the indus- 
try. Production was “coordinated” and 
prices stabilized. The present Labor 
Government, like its predecessors, en- 
courages monopoly. There are no anti- 
trust laws. Cartels are the rule. 


In Germany there existed a concen- 
tration of economic power in the hands 
of a few banks, to a degree little real- 
ized in the United States. The nuclei 
of what Lenin called “finance capital- 
ism” in his book, “Imperialism the 
Highest Stage of Capitalism,” were the 
famous four “D” banks—the Deutsche, 
Dresdner, Darmstaedter and the Dis- 
conto-Gesellschaft. Cartels in industry, 
interlocking and with the government 
an important shareholder in many in- 
stances were even more numerous than 


in England. 


French capitalism likewise had inces- 
tuous aspects. Wage scales were and 
still are low. There was great centraliza- 
tion of financial power in the hands of 
great banks such as the Societe-Generale, 
the Credit Lyonnais and the Banque de 
Paris et de Pays-Bas. The Achilles heel 
of France was the penchant for several 
generations of her industrialists to send 
their profits abroad instead of reinvest- 
ing them in plant equipment and ma- 
chinery. Marshall aid is giving France 
a new set of tools and it is to be hoped 
that she has learned an industrial lesson 
from her unwise industrial practices. 


Not That Bad 


(2) The second fable concerns it- 
self with the aileged maldistribution 
of incomes in the United States. 


We have inequality here, but not 
nearly in the unwholesome pattern pub- 
licized by the Leftists. This is a subject 


which would take hours to develop in- 
telligently, and I can merely cite a few 
cold figures. The claim that 2% of the 
American people own 80°; of the wealth 
is sheer fabrication. The so-called rich 
(those with incomes of $25,000 or over) 
got 6.7% of the national income in 
1917 after taxes, 3.4% in 1932, 1.3% 
in 1944 and probably 1.27 now. The 
people with $5,000 incomes or less col- 
lect 90°% 
70% 
83% 


the gross proceeds of business which is 


of the wages and _ salaries, 
of the dividend and interest and 
of the rents. The percentage of 


going to the investor groups in the 
shape of rents, interest and dividends 
has dropped alarmingly from 16.9°7 in 
1929, 13.3°% in 1939 to only 7.9% in 
1948. Here we ask indulgence to digress 
for a moment and call attention to a 
deadly parallel. In Socialist Britain, ac- 
cording to a recent White Paper, the 
share of national income taken by “rent, 
dividends and interest” declined from 
24% in 1938 to 15° in 1948! Some- 
where, somebody is being kidded, but 
it can hardly be the British whose Labor 
Government is following an avowed and 
open policy of dispossessing the proper- 
tied classes. 


“Daily Worker” 


(3) The third fable concerns itself 
with monopoly and the concentration 


Is Against 


of economic power. 

The late George Orwell, who wrote 
the satire on collectivism, “1984,” would 
have labeled it “the fable that bigness 
equals badness.” The charge is that 
small business is losing ground to big 
business which is largely monopolistic. 
Up to the time of Korea the cry of the 
wolf pack against large corporations was 
in full swing from the “Daily Worker” 
down through the left-wing Congress- 
men, Senators and labor leaders to the 
softly-sobbing Park Avenue liberals. 
The attack was quite different from 
those anti-trust actions under the Clay- 
ton and Sherman Acts as were instituted 
prior to 1938 and which resulted in 
such old-fashioned monopoly cases as 
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those yf the Tobacco and Standard Oil of tolerating them, but they will not profits is as a percentage of sales, and 
trusts, Pullman and Alcoa. The new support an anti-bigness campaign if here we reach a figure of 5% to 542%, 
program concerned itself with “oligo- they are given the facts in the matter. which is certainly modest. Moreover, 
| poly,” which the professors define as profits in an inflationary period are 
< the monopolistic competition of the few, likely to be overstated by the account- 



































How High are Profits 


with “conglomerate activities” and with (4) The fourth fable concerns it- jing profession. This danger is recog- 
so-called “administered prices.” In brief, self with the claim that corporate nized by the Department of Commerce 
it sought to show that in each of the 25 profits are too large. in its statistical reports and it adjusts 
or 30 leading industries, a few, perhaps The smear campaign against profits “corporate profits after taxes” by a so- 


3, 4, 5 or 6 large units did a large per- has been in operation for some decades called “inventory valuation adjustment” 
centage of the business, and perhaps now, and while its origin is Marxist, it which is equivalent to the change in the 
they should be broken up. This view has enlisted the conscious or unconsci- cost of replacing inventories and is 
has an ideological rather than a factual ous aid of large numbers of non-com- not really an “economic” profit at all. 





- basis. Secretary of Commerce Sawyer munist Leftists. The claim is always that Corporate profits in 1950 are thus 
few in an exhaustive report covering 452 profits are “excessive,” “extortionate,” apt to be overstated by $3 to $4 billion 
the industries between 1935 and 1947 con- “exorbitant” or anyone of a dozen _ this year. 
ee cluded that there was no overall increase emotion-arousing adjectives. But never Work, Not Welfare 
in concentration. Dun & Bradstreet fig- is a yardstick or a sound standard of 2 ' 

jer) . ures relative to the annual births and measurement offered to back up this (5) The fifth fable is about the 
Pees deaths of corporations show that there claim. Certainly, taken by themselves, Welfare State. 
3° ° are actually more companies in business corporate profits are high and, in fact, Here in brief is the oft told story 
The today per 1,000 of population than in — the highest in U. S. history; but that is that government money if paid out into 
col- 1900. Everyone who buys soap, cigar- only half the story—so is the national certain channels is bound to make us a 
eae ettes, automobiles or any of the prod- income, up from $87 billion in 1929 to nation stronger and wealthier and raise 
and ucts manufactured by large corporations around $230 billion now; wages and _ our living standards. There is no doubt 
| of , is conscious of the intense competitive salaries up from $50 billion then to that by the taxing power money can be 
h is spirit in which they bid for the favor around $140 billion now. Even with taken from one pocket and placed in 
the of the consumer. The anti-oligopolists present prosperity, dividends of a little another, but new wealth is not thereby 
nds would have us believe that Gimbel’s over $8 billion would be about 314° created. Security is obviously a legiti- 
= loves Macy’s and that Chrysler is getting of national income against 6.6°% in mate objective of society, but security in 
” clubby with Chevrolet. Americans don’t 1929 and 5.2% in 1939, a very medio- an industrial economy must be based on 
anes like monopolies and have no intention cre year. The fairest measurement of net production—the “greatest good for the 
oa i ; eee apache ‘ 
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greatest number” concept. If the aver- 
age American could be made to realize 
that his standard of living is based on 
raw materials plus human energy multi- 
plied by the productive power of tools 
most of our present day unnecessary 
social conflicts could speedily be re- 
solved. 
(6) The sixth fable relates that 
high profits usually mean low wages. 


The exact reverse is true. Prof. Back- 
man of N.Y.U., Harold Dorsey of Ar- 
gus Research Corp., and others have 
shown conclusively by their researches 
that in years when corporate profits 
were high, employment was high, hour- 
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ly wage rates were high and worker 
prosperity great. This is no mystery be- 
cause when profits are high, industry 
builds, equips and expands and there- 
fore employes. A blow at profits may 
injure us, the investors, but it is a 
blow against employment as well. 


(7) The seventh fable comes out 
of Karl Marx via Lord Keynes. 


It is the misconception that purchas- 
ing power is everything. This so-called 
purchasing power theory holds that if 
you keep on raising wages you will 
generate purchasing power and solve 
unemployment and most other economic 
imbalances. It neglects the fact that 
wages are not only a demand factor but 
a cost factor. Wages if pushed too 
high without raising productivity may 
create unemployment. 


Must Organize 


But mere recognition of the existence 
of these fables is not enough. We doubt 
whether more than a tiny minority of 
corporation directors and executives re- 
alize what the ideological score actually 
is. We as investors must organize our- 
selves and insist that our corporations 
cease dodging and temporizing. 

What do I mean by this? Well, Father 
Keller of Notre Dame and Dean Mc- 
Burney of the School of Speech at North- 
western have criticized the American 
businessman for his inability or unwill- 
ingness to defend himself and the in- 
vestors under his stewardship. He is 
untutored and inarticulate. He has no 
equal so far as manufacturing and sell- 
ing automobiles, cigarettes, refrigerators 





Call on New England’s oldest trust company for competent, 
cooperative assistance with any fiduciary matter. 
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or chewing gum are concerned, but 
when it comes to defending and selling 
the economic system which has made 
it possible for Americans who comprise 
6% of the world’s population out-pro. 
duce the other 94% he is a flop. He 
(and we as well) have been pushed 
around by a lot of Left Wingers who 
never sold anything in their lives except 
phoney economics. 


So let’s recognize, organize and fur- 
ther let’s educate. Let’s insist that our 
corporation people stop appeasing their 
would-be despoilers by their silence. 
Let’s have the courage to do these things. 
That is one way for us to help make 
free enterprise work. The stakes are tre- 
mendous. If we investors will not help 
ourselves, certainly no one else will. 


& AB A&A 


SONJ Names Two Stock Agents 


To achieve closer liaison with its stock- 
holders, Standard Oil Co. (New Jersey) 
has appointed co-transfer agents and co- 
registrars for its capital stock, according 
to a recent announcement by chairman 
Frank W. Abrams, effective February 
first. Two Chicago and two Boston insti- 
tutions were named: Continental Illinois 
National Bank and Trust Co. (Chicago) 
and Old Colony Trust Co. (Boston) will 
be co-transfer agents while First Na- 
tional Bank (Chicago) and State Street 
Trust Co. (Boston) will act as co-regis- 
trars. 


Guaranty Trust Co. and Chase Nation- 
al Bank of New York will continue to 
serve as transfer agent and registrar, 
respectively, in that area. 


in Rhode Island? 
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Successor Trusteeship 


DUTIES AND PROBLEMS OF A SUCCESSOR FIDUCIARY 


HE sins of omission and commis- 

sion which one encounters as a suc- 
cessor trustee (or administrator follow- 
ing an executor or guardian) are of all 
conceivable kinds, — wrong distribution 
of income, improper exercise of discre- 
tionary powers, commingling of trust 
and personal funds, just to pick a few 
examples from the files of our Trust 
Company and the memories of its offi- 
cers. 


We have seen some horrid examples 
in the years past. In the G— trust, the 
husband was executor and trustee of his 
deceased wife’s property. He never filed 
an inventory; his books were sketchy 
almost to being non-existent; needless 
to say, he never prepared or filed an 
accounting. As far as we could deter- 
mine after his death, he kept no separ- 
ate account of the trust’s property as 
distinct from his own. Getting things in 
shape was a solid month of work, full 
time, for one of our best clerks. But 
we received our reward when the pro- 
bate judge, in allowing the accounts, 
complimented us in open court. 

It isn’t always the “family trustee” 
who causes the trouble. An eminent 
Boston attorney, a partner with his name 
on the door of a well known firm, was 
trustee of a small trust for a distant rela- 
tive. He filed an inventory, but nothing 
more, and when we settled his estate we 
had to prepare accounts for thirty-five 
years of the trust’s history. We are also 
engaged now in picking up the threads 
of a very large trust where nothing has 
been done by way of accounts since 


1928. 


The Two Headaches 


Two fields of the predecessor’s activ- 
ity give rise to most of the successor’s 
headaches; the trust’s investments, and 
its accounts. The leading case in this 
Commonwealth illustrates how the suc- 
cessor can become liable for the first 
trustee’s investment errors. 








From address before New England Trust Confer- 
ence, Dec. 1, 1950. 


1State St. Trust Co. v. Walker, 259 Mass. 578. 
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The predecessor trustee, under a will 
which required investment in “good 
mortgages of real estate,” invested $10,- 
000 in 1892 in a 5% five year mortgage, 
which the Court found proper since the 
property was in a high-class single house 
residential district. The district soon 
started to change, however, and by the 
time the trust company was appointed 
the change, says the Court, “had made 
obvious progress.” The appointment 
took place in 1902, five years after the 
mortgage had fallen due, and four years 
after the mortgagor had gone bankrupt. 


An officer of the trust company ap- 
praised the property in 1903 at $8,000 
and reported that the mortgage should 
not be over $5,000. After the mort- 
gagors bankruptcy, another person, 
presumably a tenant, paid the interest 
from 1898 until 1912, when he died; 
no endorsement of the note was ob- 
tained from this person, and hence 
efforts to collect the principal from his 
estate were unsuccessful. The mortgage 
was foreclosed in 1913 and sale of the 
property, at a loss of $3,300, was finally 
completed in 1923. The probate judge 
found that the real estate had dropped 
in value by 1902, the time the trust 
company was appointed, to $8,000, and 
that it was negligent of the predecessor 
trustees to continue the mortgage over- 
due while this was happening. He fur- 
ther found that the additional loss oc- 
curred through negligence of the suc- 
cessor trustees between 1902 and the 
time of foreclosure in 1913. The trust 
company was charged with the full 
amount of the principal loss, was denied 
recovery for expenses incurred in hand- 
ling and selling the property after fore- 
closure, and was held liable to the in- 
the 


come beneficiaries for interest on 


lost principal at the mortgage rate. 

It was the trust company’s failure to 
examine into the loss already incurred 
at the time of its appointment, — at a 
time when “proper measures to compel 
reimbursement could have been taken,” 
— that caused it to be liable for the 
predecessor’s part of the loss. A similar 
problem confronts the trustee of the 


Vice President, Old Colony Trust Company, Boston 


residue or an administrator d.b.n. in 
taking over from the executor. The lat- 
ter fiduciaries are chargeable only for 
the assets they receive; but they have a 
duty to assert for the benefit of the 
estate or trust any claims based on the 
executors negligence or misconduct, 
and can become liable for failing to do 
so. 


Headache No. 2: Accounts 


This case shows why it is the well 
established practice of banks in this area 
to insist on final allowance of the pre- 
ceding fiduciary’s accounts before qual- 
ifying as successor. To be sure, the 
resigning fiduciary is under a duty to 
settle his own accounts, and if removed 
by death, the job is an obligation of his 
executor. In any case where you decide 
to insist on his performance of this 
obligation, it is well to remember that 
the short statute of limitations is prob- 
ably involved. A claim for misappropria- 
tion of trust funds,” a suit to establish 
a constructive trust,* and an action to 
compel payment of a balance due from 
guardian to ward on his account* have 
all been held barred by the statute, in 
spite of the fact that the section in ques- 
tion, (G.L. Ch. 197 Sec. 9 as amended 
by St. 1933 Ch. 221), uses the words 
“In action by a creditor of the deceased” 
(emphasis supplied). No case appears 
to have been decided with respect to a 
petition in the probate court to compel 
an accounting, but if the liability of the 
estate of the prior trustee is barred, 
which seems to be the result of the above 
outlined decisions, the right to compel 
his executor to account is of little practi- 
cal use in preventing actual loss to the 
trust resulting from his negligence or 
misconduct. 

It will often be necessary for the trust 
company to prepare the accounts. The 
family needs help and the professional 
trustee is in a position to give it. The 
moral position, especially if things were 


“Attorney General v. Brigham, 142 Mass. 248. 
8Gildert v. Usher, 248 Mass. 323. 


4Bemis v. Bemis, 13 Gray 559. 
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very wrong with the prior administra- 
tion, is sometimes impossible. The bank 
could find itself on all sides of a many 
sided fence, — executor of the deceased 
trustee’s estate, successor trustee, and 
guardian of both an heir and of a bene- 
ficiary. Such conflicting positions 
should, of course, be avoided. But in 
many cases it will be both necessary and 
proper for the trust company to put the 
house in order before taking over. 


The amount of work involved in 
bringing order out of the predecessor’s 
accounting chaos will often run 25 to 
40 man-days. A recent case we under- 
took, where careful account books had 
been kept but no probate accounts pre- 
pared, is going to take about 30 man- 
days to cover about 22 years of the 
trust’s history, and that trust involves 
only relatively minor troubles such as 
intermingling of principal and income 
cash, with resultant investment of some 
income, or improper disbursement of 
some principal, the doubtful amounts 
being small enough to be almost incon- 
sequential. 


Short Cuts Available 


Short cuts are sometimes both pos- 
sible and morally proper. A few years 
ago we came in as trustee solely to close 
up a trust which, as the circumstances 
turned out, had terminated on the death 
of the trustee-beneficiary. The succession 
of deaths in the family had been ab- 
normal, — a son dying before his father, 
without issue and intestate; the trust 
instrument, made by the grandfather, 
failed to deal expressly with this contin- 
gency. It was our humble opinion, in 
spite of the contrary opinion of counsel 
for the deceased predecessor trustee, that 


income since the son’s death — about 
14. years had been wrongly distribu- 


ted by the said predecessor. 

Everyone who could have been affect- 
ed, whether the trustee was right or 
wrong, was alive and sui juris or repre- 
sented by a non-litigious executor. I have 
since examined a_ single-spaced four- 
paged letter which we sent out to all 
those persons, which explained the whole 
problem with an impartiality worthy of 
a judge, and which proposed a careful 
readjustment of the distributive shares 
on account of the misplaced income. As- 
sents and releases from all concerned 
closed the case. 

In anoth » recent case the prior trus- 
tee had not »ve'* filed the inventory. All 
his princips| .pbookkeeping had been 
based on a sp, of values that looked 
correct enou*nggo us, but how could we 
be sure the @praisers would agree? 
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The Court had of course issued the 
warrant in proper form and had named 
three appraisers, so we started out to 
sell them on finding valuations in ac- 
cordance with the trustee’s books. This 
proved difficult when we found out that 
all three were dead! The only solution 
was to ask the Court to name more 
vigorous appraisers. 


It will sometimes be found that the 
principal books have been kept with 
reasonable clarity, making it possible to 
trace the original capital through the 
various investment changes without too 
much difficulty, while the income records 
are either hopelessly confused or, except 


for very recent years, have been com- 
pletely destroyed. A Probate Judge has 
allowed an account which contained no 
income figures at all, but had the princi- 
pal schedules well and completely filled 
out. He did so because all persons who 
had been entitled to the income were 
alive and filed statements that they had 
received all that was due. This is an 
extremely valuable device, and would 
seem to afford full protection. 


One very simple device to clear up 
all questions as to a revocable trust is 
to have the donor revoke the old trust 
and create a new trust on the same 
terms, naming the new trustee. This has 


THE MODERN TRUST LIBRARY 





We are now completing plans for the publication of 
a library of basic booklets to meet the demand for 
educational-selling material dealing with various 
trust services. The first four booklets in the library 
will discuss (1) Wills and Executorships; (2) The 
Trust under the Will; (3) The Living Trust; and 
(4) The Insurance Trust. 


The Modern Trust Library can be used in many 
ways— 


* As advertising, to be mailed to trust prospects. 


¢ As a device to obtain leads for follow-up through 
the use of letters. 


« As supplemental sales material to be given to 
prospects following a discussion. 


¢ As standard equipment, to provide understand- 
able information for the man or woman who 
wants to know more about your trust services. 


Copy is short, easy to read. The important points 
about various trust services are included. Because 
the Library will be printed in reasonably large edi- 
tions, the cost is low. 


If you would like to review The Library, we shall be 
glad to send you a complete set of these booklets for 
your study. No obligation, of course. Send your 
request to... 


EDWIN BIRD WILSON, INC. 


40 WALL STREET, NEW YORK CITY 








the disadvantage of requiring two sets 
of transfer taxes, but in many cases their 
cost would not be significant. 


Insist on Cash? 


Assuming that all these difficulties 
have been overcome, that the predeces- 
sor trustee’s accounts have been al- 
lowed under the new statute on finality 
of allowance, and that the trust com- 
pany has qualified as successor only 
after that event, it would seem to be 
pretty well protected. Not having been 
appointed at the time of the proceedings 
on the predecessor’s account, it had no 
standing to object and therefore cannot 
be charged for failure to do so. It is 
possible that it could refuse to accept 
the securities shown in Schedule C of 
the final account and insist on equiva- 
lent cash. 


There is very little law on this point 
but a New Hampshire® case has indi- 
cated that in that State the final ac- 
count “sounds in money,” from which 
it would seem to follow that if the se- 
curities were not worth their stated book 
value, the successor can demand cash 
to make up the difference. An early case 
in Massachusetts® has a dictum in it 


5Duncan v. Dow, 57 Atl. 2nd 417. 
*Burgess v. Keyes, 108 Mass. 43. 





Trust Accounting Division 


We take pride in our ability to provide 
staff, facilities, vaults, quarters and equip- 
ment capable of handling estate and 


trust affairs of any size. 


TRUST DEPARTMENT 
Largest Trust Business in the West 


to like effect. The theory of these cases 
is, on the other hand, contrary to the 
general scheme provided for in our 
statutes, (G.L. Ch. 203 Sec. 7), of hav- 
ing the successor file a new inventory 
which gives the successor a new start- 
ing book value. Certainly, if the market 
value of the assets is less than the prede- 
cessor’s book value, the successor should 
insist on the new inventory. 


Immediate Action 


The difficulty with this correct pro- 
cedure is that the family is usually in 
a great hurry to have the new trustee 
appointed, so that administration and 
remittance of income to beneficiaries 
can begin promptly. It is sometimes 
hard to make them understand why 
there must be a delay, especially when 
this entails an explanation that the cause 
of the delay is the trust company’s doubt 
concerning the correctness of the prede- 
cessor’s administration. Because of this, 
it will often be advisable to proceed 
with the bank’s appointment immediate- 
ly, if the responsible bank officers can 
be satisfied that there are no substantial 
unrealized investment losses and that the 
trust has been administered correctly 
with maintenance of adequate account 
books and records. It is not enough in 





ECURITY- FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Head Office: Sixth & Spring Streets 
Telephone: MUtual 0211 


connection with investment losses to as- 
certain that the total market value is 
higher than the predecessor’s book 
value. A trustee may not offset a gain 
in one item for a loss in another, and 
if the trust company is to step into the 
predecessor’s shoes, this rule would 
apply to it also. 

It will be necessary, where the trust 
company is taking over from an execu- 
tor, and complete compliance with the 
recommended procedure as to accounts 
is desired, to require the executor to file 
and have allowed a preliminary account. 
It is preferable if the executor can be 
persuaded to sell all items which the 
trustee does not wish to take into the 
trust portfolio, showing the resultant 
loss in this account. After expiration of 
the appeal period from allowance of the 
first account, the trust company can be 
appointed trustee, and the executor can 
prepare and file a final account show- 
ing the estate closed out by distribution 
of the entire residue to the trustee. 


Title to the assets vests in the new 
trustee immediately upon appointment, 
whether the appointment is by the Pro- 
bate Court or pursuant to the terms of 
the trust instrument. This is expressly 
provided for in G.L. Ch. 203 Sec. 6. 
The Court has questioned whether this 
section does not conflict with the uni- 
form stock transfer act which provides 
that legal title to the shares of stock can 
pass only by delivery of the certificates 
duly endorsed.? But even if such con- 
flict exists, a Court can order any con- 
veyance by the predecessor or his rep- 
resentative which may be necessary. 

Succeeding as trustee can be a danger- 
ous and often very troublesome proceed- 
ing, but these risks and problems must 
be borne if we are to continue in the 
business. 


7Jones v. Swift, 300 Mass. 177. 


A A A 
Member Bank Trust Earnings 


Trust department earnings of member 
banks were up almost 8% in the first 
half of 50 compared with the first half 
of *49 when earnings totalled $71,216,- 
000. This increase, according to figures 
in the Federal Reserve Bulletin for No- 
vember, is well ahead of the slightly 
over 6% increase from all other mem- 
ber bank earnings sources for the period. 

Of the $76,900,000 total trust earn- 
ings reported for the first half of 1950, 
over one-third represented New York 
City members, with Chicago and reserve 
city members accounting for nearly 


half. 


TRUSTS AND ESTATES 


—_—>_ =  —-— — 


aA & -— As 


— = ~*~ 


— 


) as- 
e is 
ook 
yain 
and 

the 
yuld 


rust 
ecu- 
the 
ints 
file 
unt. 

be 
the 
the 
fant 
1 of 
the 

be 
can 
ow- 
ion 


1eW 
ent, 
To- 


_ of 
sly 


his 
ini- 
des 
can 
ites 
on- 
on- 
ep- 


er- 
ed- 
ust 


the 


\cmencmemmeonem 


Responsibilities of the 


Bank Investment Officer 


F. BRIAN REUTER 


Vice president, Mellon National Bank & Trust Co., Pittsburgh 


HE significance of all that has trans- 

pired from, say, the founding of 
the Federal Reserve System to the ac- 
cepted money management policies of a 
modern state, is understood by us and 
we can relate the impact of these changes 
to a present-day investment policy. How- 
ever, these changes and more important- 
ly, their effects, are not fully understood 
by the average layman even if he has 
no peer in his own field or in other fields 
of endeavor and by that token is a man 
of high intelligence. 


Institutional investment management 
has become a highly developed and spe- 
cialized technique. There can exist the 
danger that a board or finance commit- 
tee consisting primarily of non-invest- 
ment men will supervise too closely the 
operations of a portfolio under their 
control. 


Seniors Must Understand 


It is not sufficient that a well quali- 
fied investment officer knows his job 
thoroughly. One of his responsibilities 
is to see that his seniors understand the 
factual basis and the logic of his con- 
clusions. The majority of investment 
officers neither own nor are running the 
banks they work for. They have boards, 
committees and officers senior to them- 
selves who feel a sense of responsibility 
and thus exert influences on a bank’s 
portfolio. The possibility exists that if 
all concerned do not understand the 
workings of the money market under 
modern conditions and the consequences 
of governmental policies, they will fail 
to grasp the effects of such compelling 
forces on the bond market. Under such 
conditions optimum results can scarcely 
be obtained from a bank’s bond port- 
folio. 


Thus, no link in the chain of man- 
agement can be regarded as exempt 
from the necessity of fully understand- 
ing money market factors. If there are 


Excerpts from a lecture before the New York 
State Bankers Association Investments Seminar. 


January 1951 


misunderstandings, it is imperative to 
find an opportunity, or to make the op- 
portunity, to expound on the factors and 
influences which govern the money sup- 
ply and rate of interest. The idea must 
still be sold to many, that it is a fact 
that in a modern economy—such as 
ours—the State has the sovereign power 
to regulate money rates, to expand or 
contract the supply of credit and, 
further, that it has been amply demon- 
strated that the controls already in the 
hands of our money managers are high- 
ly effective. Unless an investment officer 
can implant an awareness of present-day 
realities, he cannot dispel the outmoded 
concept still held by many—“We’ve seen 
high bond markets before and they’ve 
always come down sooner or later.” 
Many of us are in agreement on the 
probability that medium and long-term 
rates are unlikely to fluctuate far from 
present levels for a number of years, but 
we would be quite impotent and would 
run a relatively unproductive bond port- 
folio if people were looking over our 
shoulder visibly worried and worrying 
us also when the long-term bond mar- 
ket goes off a point or two or, even 
more incomprehensibly, wanting to sell 
sound income producing assets because 
the quoted markets for these loans are 
“so high.” 


Another responsibility of the officer 
operating an institutional portfolio is to 
persuade his superiors and friendly 
critics to exercise what could be called 
the “actuarial viewpoint” in judging 
investment results. It is only over a 
period of years that the quality of 
stewardship of an investment account 
can be fairly measured. A most elemen- 
tary example of this is to refrain from 
constantly looking at either the profits 
or the book losses on high grade, medi- 
um or long-term bonds, but instead to 
see how many years they have been 
held at the relatively high yield ob- 
tained thereon in comparison with that 
of short-term securities and compare 
these years of excess income with book 
appreciation or depreciation. 


Recommended reading, in my opin- 
ion, for those who are interested in 
banking is what at first glance appears 
to be a very uninteresting tabulation 
which, however, never fails to excite 
the interest of the bank directors or 
officials who have neither seen it before 
nor have had explained to them the sig- 
nificance of the story which it tells. This 
tabulation shows the total deposits, total 
loans total investments and ratio of 
loans to deposits of all national banks 


from 1863 to Dec. 31, 1949. 


The last year in which our national 
banks had 100% of their deposits com- 
mitted to loans and discounts was in 
1893 since which time there has been a 
consistent decline. In 1929 when a great 
business boom reached its peak, the 
national banks were lending 67% of 
their deposits. Measured by both unit 
output and dollar volume, we are in 
the biggest boom in our history despite 
which the national banking system at 
the end of last year was lending only 
28.7% of its deposits. This chart indi- 
cates that whenever this declining ratio 
has stabilized at a given level for a few 
years, it has never thereafter risen much 
nor for long. 


Loan Account Shrinking 


At the beginning of this century loans 
in our banking system were about three 
times larger than investments. Since 
then, however, a large part of this 
ratio as corporate financing has been 
done through the issuance of securities. 
The loan account has been shrinking 
while the investment account has been 
growing. One of the milestones in this 
apparently inexorable long-term trend 
was in 1934 when for the first time total 
investments exceeded total loans in our 
national banking system. By 1945 in- 
vestments were over four times total 
loans and today they are almost twice 
as large as the loan figure. Further, it 
should be pointed out that the tremen- 
dous deficit financing since 1941 has 
created bank deposits through bank buy- 
ing of U. S. Treasury obligations and 
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THE COLUMBIA 
GAS SYSTEM, INC. 


The Board of Directors has declared this day 
the following regular quarterly dividend: 
Common Stock 
No. 65, 20¢ per share 
payable on February 15, 1951, to holders of 
record at close of business January 20, 1951. 


Dare Parker 


January 4, 1951 Secretary 


AMERICAN VISCOSE 
CORPORATION 


Dividend Notice 


Directors of the American Vis- 
cose Corporation at their regular 
meeting on Jan. 3, 1951. declared 
dividends of one dollar and 
twenty-five cents ($1.25) pershare 
on the five percent (5%) cumu- 
lative preferred stock and fifty 
cents (50¢) per share on the new 
common stock, both payable on 
Feb. 1, 1951, to shareholders of 
record at the close of business on 
Jan. 17, 1951. 


WILLIAM H. BROWN 


Secretary 





P isit® lite 


Southern California 
Edison Company 


DIVIDENDS 


COMMON DIVIDEND NO. 164 


PREFERENCE STOCK 
4.48% CONVERTIBLE SERIES 
DIVIDEND NO. 15 


PREFERENCE STOCK 

4.56% CONVERTIBLE SERIES 

DIVIDEND NO. 11 
The Board of Directors has author- 
ized the payment of the following 
quarterly dividends: 

50 cents per share on the Com- 
mon Stock; 

28 cents per share on the Pref- 
erence Stock, 4.48% Convertible 
Series ; 

2814 cents per share on the Pref- 
erence Stock, 4.56% Convertible 
Series. 

The above dividends are payable 
January 31, 1951, to stockholders 
of record January 5, 1951. Checks 
will be mailed from the Company's 
office in Los Angeles, January 
Si, 4951. 


P.C. HALE, Treasurer 
December 15, 1950 





that this inflation is frozen into the 
monetary structure since most of the 
increase in our investments is obliga- 
tions of our government—the only debt- 
or that I know of who cannot be liqui- 
dated and who also fixes the rate on the 
money he borrows from us. 


Two purposes are served by a demon- 


stration of this character. One, that the’ 


outlook for great expansion in bank 
loans is not encouraging and therefore 
that the commercial banks of this na- 
tion will continue for years to be large 
investors as well as lenders of money. 
Two, some fears which may be held by 
others regarding the future of money 
rates and measurably lower bond prices 
may largely be dispelled. 


Isolation Needed 


In order to use to the best advantage 
a sound investment education, I contend 
that a man should isolate himself to a 
certain degree from day-to-day market 
quotations—particularly U. S. Govern- 
ments. Not that I mean that we should 
not know our markets but we should 
not pay too much attention to day-to- 
day fluctuations and let them influence 
our broader scale thinking. A sound 
state of mind is far more important than 
speculating from day-to-day on the 
state of the nation. The prime requisite 
in attaining a sound state of mind is to 
remember that banking is still a busi- 
ness and that profits are the dominant 
motive. By profit making I do not mean 
purchasing investments to sell them at 
a profit but the best profits are obtained 
by producing the highest continuous in- 
come possible within the structure of 
one’s own bank. The emphasis in the 
mind should be upon the securing of 
income and not on the making of capital 
gains. Such a basic investment philos- 
ophy is a sounder one than that based 
on the relatively unpredictable turn of 
high grade bond prices. 

This is probably the most difficult and 


EATON & HOWARD 
BALANCED FUND 





most creative responsibility of all be. 
cause it is under today’s conditions and 
today’s trends that we must select the 
securities which will weather tomorrow’s 
storms. Further, we have an ideal, the 
attainment of which is still more difh- 
cult. It is to purchase today an invest- 
ment which will improve in quality as 
the years pass and thus improve the 
quality of our security portfolio. 


Departure from high quality stand- 
ards seldom pays—or, at least it has 
not paid in the past. Maybe we are 
in one of those periods where for many 
years to come there will be no storms 
in our economic structure. It appears 
dangerous and fallacious to assume that 
this will be the case, especially when the 
average bank investment portfolio can- 
not run the risk of the book losses that 
can result through the holding of “credit 
bonds” despite the fact that such bonds 
usually meet interest payments regularly 
and the principal when due. 


Hostage to Loans 


One of the responsibilities of an in- 
vestment officer, particularly in a medi- 
um to large commercial bank, is to 
realize that he is in a sense hostage to 
the loaning department, for it is within 
his investment portfolio that the ebb and 
flow of loans is reflected. The outlook 
for loans in his institution or a change 
in lending policy can change his invest- 
ment position. Close cooperation with 
others in one’s bank regarding loan 
trends and deposit movement is neces- 
sary. 

Do not allow prejudice to influence 
your choice, or more usually rejection, 
of an investment. Beware of old out- 
looks, outworn observations disparaging 
a field of enterprise which may have 
maturity while many still 
think of it as wearing knee breeches. 
One of several examples which could be 
cited is the field of railroad reorganiza- 
tion securities. Be among the first to 


grown to 


EATON & HOWARD 
STOCh FUND 


PROSPECTUSES OF THESE TWO MANAGED INVESTMENT FUNDS 
MAY BE OBTAINED FROM YOUR INVESTMENT DEALER OR 


EATON & HOWARD 


INCORPORATED 
BOSTON 
INVESTMENT MANAGERS FOR OVER TWENTY-FIVE YEARS 


24 Federal Street 
BOSTON 





333 Montgomery Street 
SAN FRANCISCO 
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discern fundamental and probably last- 
ing improvement in a situation for it is 
thus that the bargain incomewise is ob- 
tained. When all are aware of improve- 
ment in a security, it takes its exact 
position yieldwise in the market place. 


The latest figures on all national 
banks show that in the past seven years 
the percentage of total gross earnings 
received from the investment portfolio 
has averaged about 46%. This percent- 
age is probably higher in medium and 
large banks and this figure does not 
tell the whole story. First, bond port- 
folio earnings viewed as a gross figure 
give no reflection to partially or wholly 
tax exempt income and in an institution 
where there is fair proportion of parti- 
ally or wholly tax-exempt securities, the 
earnings from the investment portfolio 
would be still higher if you reduced fig- 
ures back to a corporate taxable equiva- 
lent basis. Second, the production of the 
investment portfolio derives from a rela- 
tively small-staffe’, low-cost operation 
as contrasted witn the higher costs in- 
cidental, in mar 
of earnings fron 


banks, to production 
oans and discounts. 













During the sgyie seven-year period 
the percentage o 
ceived from the 
only 37% of ou 


system earnings. 
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jotal gross income re- 
an account averaged 
tal national banking 
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tockholders 
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mber of their stock- 
e the problem of esti- 
t of distortion caused 
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Trustee 


Corporations 
mine the real 
holders always f 
mating the amo 


by institutional investors who repre- 
sent multiple beneficial holders. Stock 
registered in the name of a bank as 
trustee is often held for a large number 
of individual accounts. 

An indication of the extent to which 
trustee investors represent such stock in- 
terests appears in the figures of com- 
mon trust funds and their participating 
trusts. For example, 58.551 shares of 
E. I. Du Pont (including Christiana 
Securities) are held by 53 different 
funds which combine the investments of 
23,284 separate accounts participating 
in these funds. 

Similarly 73,250 shares of General 
Electric are held by 51 funds which 
have a total of 22,780 participating ac- 
counts ratio for the two cases is 1 insti- 
tutional investor to 442 individual hold- 
ers. That this is not exaggerated is 
shown by a selection of three other 
companies, chosen at random, each of 
which was represented in the portfolios 
of three common trust funds (with no 
duplication). The 16,860 shares thus 
held by 9 funds represented 4,673 par- 
ticipating accounts, or a ratio of 1 to 
519. 


A A A 
Ohio Trusts Gain 


Personal trust funds administered by 
42 Ohio trust companies on June 30, 
1950, totalled $1,.218,537,781, compared 
with $1,165,576,500 the year before. 
Corporate trusts rose approximately ten 
million to $87,508,656, according to 
data released by the Division of Banks 
of the Department of Commerce. 





LORD, ABBETT & CO. 


AFFILIATED FUND, INC. 


AMERICAN BUSINESS SHARES, INC. 


Prospectuses on request from 


your investment dealer or 


LORD, ABBETT & Co. 


63 Wall Street, New York 


CHICAGO 
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ATLANTA 


LOS ANGELES 


THE INSTITUTIONAL 
BOND FUND 


A High-Grade Bond Fund 


* 


THE GENERAL 
BOND FUND 


A Good-Grade 
Diversified Bond Fund 


* 


THE FULLY 
ADMINISTERED 
FUND 


A Balanced Fund 


* 


THE COMMON 


STOCK FUND 


A Diversified Investmen: 
in Listed Companies 


* 


GROUP SECURITIES, INC 


Incorporated 1933 


For Prospectus and other 
information on Group 
Securities, write to your 
investment dealer or 


DISTRIBUTORS GROUP, 


INC. 
63 Wall Street, 
New York 5, N. Y. 












Indices are based on fund operations during the period covered and are not necessar- 
ily a representation of future results. They should be considered in the light of the 
individual companies’ investment policies and objectives and the characteristics 
and qualities of the investments of these companies. 





HENRY ANSBACHER LONG INI 
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BALANCED FUNDS | 
American Business Shares —.-....____.. 1939 _ — = 100.0 — 65.9 170.1 128.4 1.20 
Auelleugeees Fuad ____. 1938 _ — — 100.0 — 71.4 189.3 137.3 |.53 
Axe-Houghton “B” 1938 —_ = a= 100.0 _ 83.1 213.7 165.1 |2.99 
I atensiritiniieininasinaiowinnitenecnnanestpecetiia 1932 103.1 171.9 - 72.6 100.0 3.46 60.2 164.8 129.8 |3.32 
Commonwealth Investment __......-.--......... 1932 106.3 168.4 64.4 100.0 3.05 73.5 199.2 160.3 33.71 
Eaton & Howard Balanced - 1932 114.5 134.7 80.0 100.0 4.27 73.6 153.6 130.2 [3.89 
Fully Administered Fund (Group Securities) 1938 —_— = a 100.0 _ 69.4 156.6 123.6 13.87 
General Investors Trust ——______. __-____... 1932 110.0 152.7 71.4 100.0 4.20 65.2 184.7 106.1 15.05 
EG Ee eae 1940 _— — — _ — 73.5 151.7 124.5 14.05 
Johnston Mutual Fund —_..__ ee ee 1947 _ a — — == as ae 135.6 [4.26 
Nation-wide Securities** fre balintadioadscemnthegeeittnste 1932 102.6 174.6 70.3 100.0 2.32 59.6 133.2 112.3 4.48 
Nehett Fed —__ 1947 _- ~- — — _ ~— 126.1 13.89 
Cee Gee See 1938 _— — — 100.0 2.76 69.2 130.6 109.2 3.83 
Mutual Fund of Boston**** —. 1944 _ _ _ —_ —_ — 155.0 125.6 (3.67 
Scudder Stevens & Clark —.-.- - 1928 97.4 119.2 75.7 100.0 3.25 80.9 147.7 122.1 |9.93 
Wellington Fund - piehiaibeanscxriotincsurarnateen 1928 105.2 143.4 69.5 100.0 2.41 75.0 154.1 130.1 3.54 
Whitehall Fund - isan sitinesianalbntareid 1947 _ —_ _ —_— — _— —_ 139.1 4.17 
Wisconsin Investment*** = 1939* _ — = 100.0 — 65.1 219.4 172.0 1.95 
AVERAGE: BALANCED FUNDS — 105.6 152.1 72.0 — 3.22 70.8 161.0 129.7 3.99 
STOCK FUNDS 
Affiliated Fund*** 1939 — oo a 100.0 = 50.2 224.9 150.2 
Broad Street Investing Corp. - 1932 109.9 156.6 76.6 100.0 3.60 60.1 193.8 138.2 
Bullock Fund —.-.-_. 1932 109.8 168.8 69.6 100.0 by iy | 61.0 171.2 124.1 
Delaware Fund _ 1937 -- — — 100.0 — 76.1 172.3 136.8 
Diversified Investment ‘Fund (N.Y. Stocks) *** 1944 a sii o— sass — _ 150.8 108.0 
Dividend Shares - ———-—---——— 1932 109.0 168.2 70.7 100.0 1.88 62.1 151.6 120.9 
Eaton & Howard Stock - eee renee 1931 107.1 147.0 74.4 100.0 3.86 62.7 154.8 133.2 
Fidelity Fund —__.. incnearsiaeaphipainannineithaiil 1943 — — — — — — 177. 139.4 
First Mutual Trust Fund 1937 — — — 100.0 3.15 59.2 127.2 86.6 
Fundamental Investors —___________ 1932 105.2 146.0 67.4 100.0 2.98 64.8 206.5 160.2 
Incorporated Investors -... 1925 103.6 165.2 80.2 100.0 2.58 63.9 219.8 147.8 
Institutional Shares (Stock & Bond Group) - 1944 —_ ae — — — —_ 174.4 124.5 
Investment Co. of America Oe. ae 1939* — oa — 100.0 — 69.0 192.2 150.2 
Investors Management Fund - Casa ae 1931 107.7 161.3 66.8 100.0 4.27 67.7 179.1 144.3 
Knickerbocker Fund — Scie eaedaeaieee 1938 —_ — — 100.0 — 59.8 126.2 91.7 
Loomis-Sayles Mutual Fund _ 1929 72.4 131.7 87.7 100.0 2.54 74.2 188.6 148.1 
Loomis-Sayles Second Fund —...-__.. 1934 88.3 131.2 92.7 100.0 2.74 71.3 184.5 144.4 
Massachusetts Investors Trust nape 1924 110.7 147.5 72.8 100.0 3.88 59.7 151.1 113.0 
Massachusetts Investors 2nd Fund 1934 114.2 157.0 70.3 100.0 3.31 57.4 171.8 124.1 
Mutual Investment Fund — 1926 129.7 173.4 75.5 100.0 4.31 56.1 163.5 115.9 
National Investors _...... ty nee ARTES 1937* — — 65.9 100.0 3.10 60.7 220.3 145.9 
National Securities — Income*** 1940 — — — — — 66.0 135.1 89.2 
New England Fund mee 1931 117.4 159.1 70.8 100.0 2.85 61.4 134.4 111.8 
Selected American Shares 1933 123.8 178.1 80.4 100.0 3.30 60.9 172.2 124.4 ™, 
Sovereign Investors —..... 1936 _ 166.6 68.6 100.0 1.78 62.5 123.4 98.2 358 
State Street Investment Corp. . 1924 92.8 155.2 74.0 100.0 3.75 60.7 178.3 152.3 8.65 
Wall Street Investing Corp. - 1946 —_ — — — — _ —_— 140.8 3847 
AVERAGE: STOCK FUNDS —...____-_._____ a 106.8 156.7 74.4 100.0 3.09 63.4 171.0 129.9 421 
90 STOCK INDEX (Standard & Poor’s) — 106.7 148.3 67.5 99.2 a 59.3 154.1 120.7 — 
CONSUMERS PRICE INDEX (B.L.S.) ‘ 99. of 171.4 ~— 






CALCULATION OF INDEX NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 


PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all 
distributions from capital gains and other capital sources. 

COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 
1939 by the 1939 base offering price. 

COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 

COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner: To the bid prices at the respective dates indicated are added 
all capital distributions to such date and the resultant sum is divided by the 1939 base offering price. 

COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 
INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and interest 
on their portfolio securities (excluding all capital distributions). 

COL. 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 
dates by the average of the twelve month-end offering prices ending on the corresponding dates. 

COL. 20 is a five year average figure which includes the percentage returns in columns 9, 11 and 17 as well as those for the two 
preceding annual periods. 
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No responsibility is assumed, in so far as compliance with the Statement of Policy 


ING INDEX of MUTU AL FUNDS is concerned, for the employment in whole or in part of this index by issuers, 


underwriters or dealers. 
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8 q 10 1l 12 13 14 15 16 17 18 19 20 
—12/31)8 12/31/49 11/30/50 Last 24 mos. yee 6 fF oe 12/30/50 5-Yr. Avg. 
[nc. Inc. Inc. Principal Invest. Cap. Prin. Less Cum. Investment 
Prin. % Prin. % Prin. % Low High Principal Inc. Distr. | Cap. Distr. (Bid) Income % 
NS eee 
128.4 11.20 135.3 4.53 140.5 4.08 120.7 4144.3 144.3 4.07 4.65 110.4 3.82 
137.3 4.53 150.0 4.31 178.8 14.54 122.6 $188.3 188.0 4.44 2.43 160.1 4.07 
165.1 |2.99 176.4 4.14 193.7 3.92 152.0 201.2 201.1 3.87 1.91 162.3 3.37 
129.8 {3.32 144.9 4.47 149.2 3.81 123.5 $153.0 152.9 3.80 1.24 132.3 3.72 
160.3 }3.71 172.3 4.22 188.4 3.84 151.7 $193.5 4193.3 4.06 1.74 $165.6 3.41 
130.2 13.89 148.2 4.15 160.1 4.19 128.0 163.1 4162.6 4.09 2.16 $150.9 3.79 
123.6 18.87 127.9 4.66 134.9 4.07 114.4 $139.8 139.3 4.04 86 117.1 3.48 
106.1 15.05 108.6 5.60 118.8 5.01 94.4 $121.6 4121.2 5.32 3.19 $101.7 5.08 
124.5 14.05 135.5 4.62 143.2 4.04 121.1 $147.2 147.2 4.12 .90 124.7 3.86 @ 
135.6 14.26 142.6 4.67 156.4 4.62 127.8 $159.6 4159.5 4.62 2.40 7154.5 —e 
112.3 {4.48 121.5 4.77 128.2 4.34 108.6 130.1 4129.0 4.46 1.36 7107.1 4.00 
126.1 3.89 130.3 4.72 137.9 4.63 114.0 $144.7 144.3 4.59 — 142.9 — © 
109.2 3.83 119.9 4.26 127.6 3.90 104.6 133.2 133.0 4.49 62 117.1 3.80 
125.6 |3.67 137.0 3.85 145.2 4.14 122.4 148.0 4148.0 4.47 1.94 4140.1 one 
122.1 (3.93 133.2 4.07 142.7 3.70 117.0 $144.9 4144.6 3.49 2.49 4128.8 3.63 
130.1 3.54 141.8 4.22 148.4 3.90 128.5 $150.9 4150.9 3.98 1.49 7120.8 3.40 
139.1 4.17 152.8 4.35 167.1 4.12 134.5 170.9 4170.5 4.47 2.29 7164.3 —e 
172.0 1.95 191.3 3.79 | r197.5 13.50 167.1 $204.5 203.7 3.48 2.74 150.8 2.52 
129.7 3.99 139.9 4.45 | r150.6 4.17 122.7 155.0 154.7 4.26 1.98 131.4 3.80 
150.2 7.29 163.4 6.95 175.2 5.14 138.2 $180.8 180.8 5.10 5.31 118.6 4.63 
138.2 {4.81 150.8 5.48 169.2 5.00 128.2 $174.1 $173.7 5.72 2.81 4145.4 4.71 
124.1 M45 141.7 5.16 160.5 4.85 112.5 $168.8 168.7 4.78 3.04 144.0 3.96 
136.8 |3.45 144.1 3.65 153.6 3.89 127.5 $157.1 $156.7 4.46 3.45 7 88.4 3.14 
108.0 6.17 117.0 5.74 129.1 5.65 99.4 $135.9 135.9 5.57 _ 129.4 5.56 @ 
120.9 13.95 134.6 4.80 145.3 4.86 112.1 $151.9 151.9 4.80 1.98 128.7 3.93 
133.2 13.80 159.4 4.10 177.7 4.29 130.7 $182.5 4181.8 4.15 3.66 4157.4 3.60 
139.4 |6.76 160.9 5.10 185.0 4.72 128.8 $189.4 4189.1 5.63 2.31 4166.5 4.75 @ 
86.6 13.91 89.0 5.35 92.6 4.01 79.1 t 94.2 + 93.3 4.00 — + 72.0 3.71 
160.2 [4.63 179.3 4.66 203.0 4.07 145.8 $210.7 4210.5 4.81 1.59 4182.8 3.78 
147.8 |p.67 161.7 6.13 195.5 4.94 132.9 $204.3 4204.0 5.23 3.29 4165.2 4.92 
124.5 4.23 130.8 5.30 149.1 4.83 109.0 160.1 159.4 4.74 §2.09 133.2 3.90 @ 
150.2 {4.20 155.3 4.28 169.0 3.83 136.9 172.4 4172.1 3.98 3.27 4125.9 3.84 
144.3 4.93 160.9 5.14 181.0 4.70 132.3 $187.9 4187.8 5.00 5.38 4151.2 4.08 
91.7 {4.26 95.9 4.91 110.1 3.37 83.0 $116.1 115.7 3.30 3.65 80.9 3.76 
148.1 |p.23 162.0 2.70 171.5 2.67 146.6 $176.0 $175.4 2.66 t2.08 4124.3 2.87 
144.4 }B.55 159.5 3.05 170.8 3.49 141.1 $175.5 4174.9 3.17 t2.55 4140.9 3.10 
113.0 |§.10 128.1 5.28 147.5 5.04 105.0 $152.9 4152.9 5.51 — 4147.5 4.78 
124.1 |f.24 137.6 4.43 | 1163.9 13.72 113.0 $169.2 4169.2 4.06 3.99 4140.3 3.82 
115.9 [8.36 129.7 3.88 140.8 3.45 112.5 $144.4 4144.1 1.84 5.07 4128.9 3.00 
145.9 1.24 171.1 4.46 193.1 4.07 137.5 $199.4 +198.9 4.67 4.58 4164.8 3.87 
89.2 16 92.1 6.44 100.3 5.93 78.9 $105.9 105.6 5.86 — 95.1 6.00 @ 
111.8 [7.83 122.1 4.74 138.8 4.29 104.2 $145.3 4145.1 4.25 5.59 +126.0 3.84 
124.4 “11 131.2 5.30 149.9 4.78 113.8 154.1 4152.9 5.66 1.65 4127.6 4.29 
98.2 858 101.3 5.77 116.6 4.58 89.0 $121.9 4121.4 4.54 1.08 + 97.6 3.71 
152.3 8.65 166.2 3.70 194.5 3.31 149.9 199.4 4198.3 3.76 2.62 +149.0 3.37 
140.8 847 157.4 3.83 | 179.9 3.82 132.1 $184.6 4184.6 4.21 — 4184.6 _— 
129.9 421 142.9 4.63 | 1160.8  r4.19 121.0 166.3 165.9 4.37 3.13 134.3 3.86 
120.7 — 133.1 — | 155.0 107.6 162.9 156.8 — — — — 
1714 f/— | 1675 — | 1756 166.5 175.6 wi “ — — — 






CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 
sources, for the current annual period. 


COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
age of all those stock or balanced funds in existence at the time. 





e Principal index begins after 1939 base date. ***Not included in balanced or stock average: 
t Ex-dividend current month. Wisconsin Investment Co. balanced fund for too short a_ period. 
{ Two-year high current month. Affiliated Fund is leverage company, but bank loans retired last quarter. 


§ In part from surplus. 

t Ten months’ period. 

r Revised 

* Date commenced operation as Mutual Company. 
** Became Balanced Fund in 1945. 


Diversified Investment & National Income are partially invested in 
high income bonds and preferred stocks. 
Column 19 for funds organized since 1946. 


****Name changed from Russell Berg Fund. 
Source: Direct from Companies. COPYRIGHT 1951 BY HENRY ANSBACHER LONG. 
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An Examiner Suggests 


Trust Policies 


FOR ACCEPTANCE, REVIEW AND DIVERSIFICATION 


ORPORATE fiduciaries, when ef- 
fectively managed, have a tremend- 

ous advantage over individual fiduciar- 
ies in continuity of operation and the 
recognized benefit of collective judg- 
ment on legal, tax, and investment prob- 
lems. As we see it, the major weaknesses 
of many trust departments are the fail- 
ure to promote and insure maximum 
utilization of trust services by custom- 
ers, lack of procedures for the most effi- 
cient administration, and _ insufficient 
fees. Effective administration requires 
the complete cooperation of the direc- 
tors and other bank officers in keeping 
activities of the trust department in a 
position of definite importance, with 
sufficient personnel to do the job prop- 
erly. 

I shall confine my discussion to three 
subjects: 

(1) Acceptance of new accounts, 

(2) Review of trust assets, 


(3) Diversification. 


Acceptance Policies 


Factors which should be taken into 
consideration by the committee consid- 
ering acceptance of a particular trust 
estate are: (1) the legal aspects, i.e., 
whether the instrument is clearly drawn 
and with adequate provisions for carry- 
ing out the real intentions of the creator 
of the trust; (2) the practical aspects, 
i.e., whether the trust is of a size and 
nature which the bank is equipped to 
handle and whether the provisions and 
limitations regarding activities of the 
trustee are such that the bank may 
become involved either in complex ad- 
ministration or disputes with benefici- 
aries; (3) the nature of the assets to 
be turned over to the bank—if, for in- 
stance, they include securities which a 
prudent trustee would not care to retain 
but which the donor of the trust wants 





From address at 17th New England Trust Con- 
ference, Boston, Dec. 1, 1950. 
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retained, then provision should be made 
in the trust agreement for relieving the 
bank of investment responsibility re- 
garding those particular securities; and 
(4) adequacy of compensation based 
upon the estimated costs of administra- 
tion, taking into consideration the size 
of the estate, the number of benefici- 
aries, and the nature of the assets. 

A case was noted recently which in- 
volved three trust accounts in which the 
bank was appointed successor trustee. 
In each the quality of administration of 
the predecessor trustees left much to be 
desired and there were possibilities of 
surcharge for their administration. 
Nevertheless, the bank accepted these 
accounts without sufficient investigation 
which would have developed the fact 
that these accounts were revocable as 
well as amendable. The bank did know 
that they were amendable because the 
original instruments were amended, but 
only to provide for the bank as succes- 
sor trustee. In view of the fact that the 
original trust instruments permitted re- 
vocation it would have been far better 
for the bank to have recommended re- 
vocation and the drawing up of entirely 
new agreements. Proper accountings 
would have relieved the bank from po- 
tential liability. 


Many times banks have accepted trust 
accounts which they have found impos- 
sible or difficult to administer or which 
did not compensate them adequately for 
the duties and responsibilities involved. 
Fees should be impartially applied, with- 
out favoritism for officers’ and directors’ 
accounts, One bank accepted a trust ac- 
count of a value greater than the total 
assets of the bank. The assets of the 
account included concentrations in 
single investments and some investments 
of marginal quality. In other words, the 
size and nature of the account indicated 
that more than ordinary costs would be 
involved in handling the details of op- 
eration as well as making investment 


decisions. Despite these facts the trust 
instrument stated that the corporate 
trustee would be paid a fee of $1,000 
annually and that the two individual co- 
trustees would receive fees of $4,000 
each. It is estimated that the costs in- 
volved in administering this trust were 
much greater than the total fees of 
$9,000 annually. 


Scope of Authority 


The should - state 
unambiguously the intentions of the 
donor or settlor in language that is 
legally effective. Many people advocate 
that the ideal plan is to select fiduciaries 
carefully and give them «unlimited dis- 
cretion. Decisions of many courts prove 
that such grants of authority must be 
exercised with prudence. In the well- 
known New York case, /n re Durston’s 


trust instrument 


Will, the testator appointed the corpo- 
rate trustee and its president as two of 
his three testamentary trustees “with all 
the authority and powers in connection 
with the same, I would possess, if liv- 
ing.” The court ruled, nevertheless, that 
this broad discretion must be exercised 
in the manner and subject to the obli- 
gations and duties of trustees. Further- 
more, and despite the broad grant of 
power, the trustee was surcharged for 
retaining securities involving divided 
loyalty. 


Frequently, we have witnessed the de- 
velopment of potential liabilities which 


could have been avoided by slight 
changes in the provisions of the trust 
instruments at the time the accounts 


were accepted. The dangers of accept- 
ing full discretion in accounts where the 
major portion of the assets are in a 
stock issue of a local concern are well 
known. In one case the trust account in- 
cluded a large issue of stock in a local 
which 
was subject to considerable fluctuation 
depending upon 
The assets of this account were in excess 


metal manufacturing company 


business conditions. 
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of the total assets of the bank. Neverthe- 
less, the bank accepted the trust account 
which imposed full responsibility upon 
them for continued retention. The trust 
instrument contained the usual wording 
which is found in such instruments. It 
gave the trustee unqualified discretion- 
ary power to hold or sell any of the 
assets in the estate “but with the hope” 
that it would be its very best judgment 
to retain the stock. 

The examiner quite properly was con- 
cerned over the heavy concentration of 
the stock in the local corporation and it 
was recommended that the trust instru- 
ment be amended to relieve the bank of 
the full discretionary power. It was 
that the bank should 
have such power because since it was a 
family holding it was intended that the 
assets be kept intact. The instrument was 


never intended 


amended so that the members of the 
family were given full discretion over 
this bank retained 
investment responsibility for the remain- 


der of che fund. 


one asset and the 


Duties for Committee 


The duties involved in accepting trust 
accounts appear to be best administered 
by an acceptance committee rather than 
by the whole board of directors because 
it is a time-consuming process and it 
requires the benefit of specialized judg- 
ment. The actual apj,oval of the accept- 
the board of di- 
rectors after comple consideration has 


ance can be made 15s 


been given to the ac, sunt by the accept- 
ance committee. ° 
A study of the ingrument may reveal 


¢.. 
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that proper administration will be quite 
expensive. Amendments to the instru- 
ment might enable the bank to reduce 
the possibility of heavy costs while at 
the same time providing a satisfactory 
management job. The acceptance com- 
mittee should pay particular attention 
to items which may be considered un- 
suitable for one reason or another. Con- 
flicts of interest should be avoided, if 
possible, or instruments should be prop- 
erly drawn so that the bank knows its 
full responsibility. 

Special provisions might have to be 
inserted for those accounts which con- 
tain “own bank stock,” stock of affiliates 
or stock of concerns in which the di- 
rectors or officers are substantially in- 
terested. In national banks, there is a 
statutory restriction against the voting 
of “own bank stock” held as sole trustee 
in the election of directors. Despite the 
fact that only beneficiaries or donors 
can vote the stock when the instrument 
so directs, few trust instruments cover 
this point or provide for it properly, 
with the result that the stock so held 
cannot be effectively voted. 


Account Reviews 


After an account has been accepted 
it should be within a_ short 
period and policies should be established 
for the administration of it. A tentative 
well thought-out plan of operation 
should be adopted. 


reviewed 


The minimum requirements of Regu- 
lation F provide that at least once dur- 
ing each twelve months a trust invest- 
ment committee shall review all the 


Certificates of Participation in 
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(Series B1-B2-B3-B4) 


PREFERRED STOCKS 


(Series K1-K2) 


COMMON STOCKS 


(Series S1-S2-S3-S4) 


Prospectus from your local investment dealer or 
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assets held in each fiduciary account to 
determine the advisability of retaining 
or disposing of them. Additional provi- 
sions are stated for methods to be fol- 
lowed in the report of such reviews. 


Review procedures still remain a ma- 
jor shortcoming in too many instances. 
Probably the most important service 
desired by people seeking a trustee is 
the effective supervision and manage- 
ment of assets. So far as the quality of 
new investments purchases is concerned, 
the problem is not so much one of con- 
fining purchases to credit-worthy risks 
as it is to carefully supervise such in- 
vestments as well as those received in 
the original inventory in order to elimi- 
nate those which may subsequently re- 
cede in investment quality. However, 
many assets received in original inven- 
tories are held for the duration of the 
trust regardless of their quality. The 
most important cause for this is that 
the banks have not established asset 
review procedures which have as their 
purpose a determination of the suita- 
bility of these assets in a particular trust, 
their soundness or credit strength, and 
whether they will produce the maximum 
amount of income consistent with safety. 


There are many accounts which 
should be reviewed three or four times 


GJrwitatton... 





Write for complete, impartial 
information about any pub- 
licly offered Mutual Funds. 

Some Mutual Funds offer 
higher income than others— 
some stress stability of prin- 
cipal—others emphasize long- 
term appreciation. The “‘best”’ 
Mutual Fund is the one that 
most closely fits your needs. 
Careful selection is important. 

Our service covers all types 
of Investment Company 
shares to meet the special 
needs of both institutional 
and private investors. Address 
the Manager, Mutual Funds 
Department. 


Kidder, Peabody & Co. 


FOUNDED 1865 
Members New York Stock and Curb Exchanges 
Uptown Office 10 E. 45th St., N. Y. 17 


MUrray Hill 2-7190 











PARKE-BERNET 
GALLERIES, Inc 


980 MADISON AVENUE 
NEW YORK 21 


SPECIALISTS IN THE 
LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 

AT PUBLIC AUCTION 


Unsurpassed facilities 
a competent, knowledgeable staff 
versed in every phase of 
public auction selling 
a reputation for fair dealing 
and a following of important 
and wealthy collectors 
throughout the country have 
established PARKE-BERNET 
as the leading firm of its kind 
in the United States 


Inquiries Invited 


HIRAM H. PARKE, President 


ARTHUR SWANN, LESLIE A. HYAM 
LOUIS J. MARION, Vice-Presidents 


MAX BARTHOLET, Secy. & Treas. 
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COIN COLLECTIONS 
BOUGHT and SOLD 


UNITED STATES 
FOREIGN 
ANCIENT 
ORIENTAL 
GOLD - SILVER - BRONZE 
* 
Collections catalogued and sold 
at Public Auction Sale 


7 
We are one of 


AMERICA’S OLDEST AND 
LARGEST COIN DEALERS 


Stacks 


12 W.46th St New York 19, N. Y. 
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a year. In addition, all assets held in the 
trust department should be reviewed 
frequently on an individual basis. In 
other words, assets in the trust depart- 
ment should be reviewed account-wise 
and asset-wise. 


The Review Folder 


Review data may be necessary at some 
future date to substantiate the scope and 
extent of the review. For that reason, 
review folders should be complete and 
the data should be sufficient to prove 
that the trust committee has considered 
the nature and quality of the assets in 
the respective trust estates and the ap- 
propriateness of those items, taking into 
consideration the terms of the control- 
ling trust instrument and the needs of 
the beneficiaries. 


The review folder contain for the 
consideration of the trust investment 
committee a synopsis of the trust instru- 
ment and a schedule of the assets. The 
synopsis should provide the name and 
nature of the account, names of the bene- 
ficiaries and remaindermen, powers of 
investment and a statement of general 
duties. The schedule of assets may vary 
but should contain, as a minimum, the 
cost or inventory value, current market 
value, current yield, and ratings when 
available. For diversification purposes, 
percentages of groups to corpus should 
be shown. Where current market values 
are not available, appraisal values must 
be supplied. 

Some banks have been able to obtain 
economies and superior investment ad- 
ministration because they have been able 
to reduce the number of individual in- 
vestment issues and to supervise those 
issues more closely and effectively. This 
is in sharp contrast to the procedure 
followed in some banks where every 
trust account has its own individual list 
of securities. Consequently, many of the 
items are retained, not because they 
provide adequate investment safety and 
reasonable income, but rather because 
the trustee knows too little about them. 


Dangers Illustrated 


For example the assets of some trust 
accounts improperly include large sav- 
ings deposits at rates varying from 1% 
to 114%. The low-yielding accounts are 
retained not because they provide su- 
perior safety but merely because of a 
lack of initiative to invest the funds. 

Bonds received in original inventories 
include every type imaginable, and in 
the vast majority of instances a real 
effort is made to dispose of speculative 
issues. However, too frequently the work 


of the investment committee stops at that 
point and plenty of constructive work 
remains to be done in shifting into some- 
thing better than marginal-grade corpo. 
rate bonds. Conditions today present an 
excellent opportunity for upgrading port- 
folios of bonds with very little loss in 
yield. 

In many cases of real estate received 
in original inventory review data do 
not reveal the net income received from 
the property nor, more importantly, the 
appraised value of the property. Without 
these it is impossible to know the rate 
of return, which is necessary for com- 
parison with the rate of return which 
is available on other types of invest- 
ments. 

When business conditions are good, 
the rate of return on securities of rela- 
tively small local concerns with narrow 
markets is usually somewhat higher than 
most readily marketable securities but 
this higher rate of return is in fact a 
premium paid for a marketability which 
has been sacrificed. In times of depres- 
sion this type of security frequently de- 
preciates substantially and its market 
disappears at the first hint of trouble. 
For this type of security particularly it 
is necessary to maintain adequate files 
of financial data on the corporations 
concerned which will support decisions 
for retention. 

The importance of established proper 
review procedures is indicated by a de- 
cision rendered in Pennsylvania and 
recently discussed in TRUSTS AND 
EstaTes.* It illustrates the emphasis 
which courts will place on review data 
and procedures as an offset to charges 
of negligence and suits to recover for 
depreciation. 


Diversification 


The viewpoint of the court in the 
above-mentioned case is of interest, be- 
cause lack of diversification was respon- 
sible in part for the depreciation. The 
court stated that merely because the in- 
vestments were not more diversified in 
the circumstances, is no reason for sur- 
charge because diversification has not 
been insisted upon in that Common- 
wealth. 

Although there have not been many 
cases of surcharge for lack of diversifi- 
cation, it is usually present in those 
cases where substantial depreciation ex- 
ists or sizable losses have been taken. 
It is a subject of increasing importance 
because of recent upward trends in se- 
curity prices and because of the distinct 
trend in recent years towards the sanc- 


*Lentz Estate, May 1950, page 354. 
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tioning of investment of trust funds in 
common and preferred stocks. This 
trend does not sanction the speculative 
investment of trust funds which has 
always been condemned by the courts; it 
merely permits trustees to obtain the 
benefit of equity securities within pru- 
dent limits and as a form of balance 
against depressive influences in other 
securities. The investment of excessive 
proportions of trust estates in common 
stocks must be considered unwise and 
hazardous; government, municipal and 
high quality bonds still have an honored 
place on the list of approved securities 
for a portion of all trust funds. 
Diversification has always been an 
accepted fundamental fiduciary princi- 
ple. The “Restatement of the Law of 
Trusts” says that except as otherwise 
provided by the terms of the trust instru- 
ment, the trustee is under a duty to the 
beneficiary to distribute the risk of loss 
by disposing of investments included in 
the trust at the time of its creation 
which, although proper investments for 
the trustee to retain, are improper be- 
cause not appropriately diversified. 
However, there is a growing tendency 
for larger proportions of trust accounts 
to be invested in single items or in 
common stocks. While the many miti- 


— 





SCUDDER 
STEVENS 
& CLARK 
FUND, Inc. 


10 POST OFFICE SQUARE .- 


gating circumstances cited may have 
some degree of justification, we believe 
trustees should assume the initiative and 
diligence to reduce such investments to 
reasonable limits. It is our observation 
that where beneficiaries appeal for more 
income or oppose the suggestions that 
common stocks be sold, sympathetic 
trustees may acquiesce too readily and 
sometimes read into the instrument pro- 
visions which are not there. Concentra- 
tions of investments, even in good qual- 
ity stocks, may be hazardous, because 
even with the most careful selection, 
analysis and review, individual invest- 
ments are subject to many influences. 
Adequate diversification is the best pre- 
caution for preventing sizable deprecia- 
tion. Such a policy might enable trustees 
to preserve some of the high valuations 
which exist today. 


Common Stocks Suitable 


Where the trustee is qualified in in- 
vestment matters and the trustee’s dis- 
cretion is broad, it is appropriate to in- 
vest a portion of the funds in common 
stocks, but where the trustee is not ade- 
quately qualified he will have to be sat- 
isfied with performing his duties more 
cautiously and concentrate on the con- 
servation of principal. 


Available at Net Asset Values 


Prospectus on Request 
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A study of 62 discretionary common 
trust funds published in the November 
1950 issue of TRUSTS AND EsTaTEs brings 
out two points of interest on diversifica- 
tion. These funds were set up to provide 
better diversification than could be ob- 
tained by individual accounts and the 
trustees were granted full discretion. As 
expected, common stocks make up the 
largest segment of the average discre- 
tionary fund portfolio, but the propor- 
tions invested in common stocks and in 
single items are revealed as much less 
than in many individual trusts. 

Of the 62 discretionary common 
trust funds, only 8 had over 50% in- 
vested in common stocks and the aver- 
age was 38.8%. Furthermore, no more 
than 614% of any fund was invested in 
a single company, in contrast to the 
special circumstances so often cited for 
disproportionate investments in com- 
mon stocks, 

Corporate trustees have requested and 
received broad managerial and invest- 
ment powers by statute and by trust in- 
strument. These greater opportunities in- 
volve responsibilities to perfect review 
and research facilities to a greater de- 
gree, because only by frequent and in- 
telligent analyses may trustees achieve 
higher standards for their profession. 
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Customers 
Florida- Bound? 


——~S2>--—_———_ 


Refer them to... 


The First National Bank 
of Miami which has avail- 
able prompt and com- 
plete trust service. Full 
cooperation with original 
administrator on all ancil- 
lary administration, too. 


TRUST DEPARTMENT 


The 
First National Bank 


of MIAMI 


Miami’s Oldest . . . Florida's Largest 





FOR 


COMPLETE 
TRUST SERVICES 


— Personal & Corporate — 


IN KENTUCKY 


KENTUCKY TRUST.ss 


AFFILIATED WITH FIRST NATIONAL BANK 


FIFTH AND COURT PLACE 
LOUISVILLE, KENTUCKY 
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DON’T TALK FEES FIRST 


N general business and commercial 

banking, you first discover a need and 
make sure your product or service fits, 
before getting out the old quotation 
sheet. In my early association with fidu- 
ciary matters, it seemed all progress was 
impeded because everyone first became 


tangled up in a maze of price tags. 

Some of us began to reason that one 
does not go in to an automobile dealer 
and inquire how much a “vehicle” costs. 
Accepted procedure in this line of busi- 
ness permits a determination as to 
whether “vehicle” connotes a small pick- 
up truck, a multiple-wheeled trailer job, 
a light two-door sedan, or a custom built 
robins-egg blue convertible with all the 
extras. We began to wonder if an inter- 
ior decorator, for instance, did not have 
something when he or she simply did not 
know what it would cost to furnish a 
house if it was a condition precedent 
that, as to the number and size of the 
rooms, ignorance was to reign supreme, 
or that the answer had to be based on a 
misconception as erroneous as the ever 
popular one that Delilah gave Sampson 
the big haircut. (Judges, 16th Chapter, 
19th verse.) The “man” who did the cut- 
ting has remained unknown and unsung 
—In the Register of God but not in the 
Records of Man.” Facts are stubborn 
things to develop. Surface scratching 
isn’t enough. The essential ones must be 
dug out of solid rock. 

Recruiting believers, developing tech- 
niques in parrying the repetitious ques- 
tion, “How much does it cost,” until “it” 
was as clearly identifiable as a complete 
grasp of the obvious, and bringing back- 
sliders again into the fold, took some 
time. We believe the results have been 
outstanding. A few days ago a little 
eavesdropping warmed the very cockles 
of my heart. A prospect approached one 
of our Early Converts and Constant 
Faithfuls in the New Business Depart- 
ment, with: “Can you tell me how much 
a trust will cost me?” The answer, in a 
pleasant voice and with an interested 
manner, was “Yes, if you are willing to 
take a size 34 even if the sleeves may be 
half way up to your elbow and you may 
not be able to button a single button on 
the coat. On the other hand, why don’t 
we sit down and discuss the purposes for 
which you intend to use the suit, have a 
look at some of the materials available, 
and take some pretty accurate measure- 
ments to insure a comfortable fit?” 

When asked what a trust costs for the 
average person, we point out that statis- 
tics show “the average man is the owner 


of a little more than one house and 
drives a little more than one car. He has 
a fractional wife and part of his one 
child is missing.” Usually this suffices to 
get us into a discussion of the objectives 
and to lease the matter of fees waiting on 
the tail gate, where it belongs. 


The wisdom of deferring the evalua- 
tion of fiduciary services until the ser- 
vices have been performed, or at least 
completely blue printed, has been proven 
in dealing with co-fiduciaries and special 
agencies. Wasn’t it in Bost’s Estate that 
the learned judge compared the search- 
light of prevision with noonday hind- 
sight and reached the unchallenged con- 
clusion that “the latter is usually the 
brighter light, affording a clearer vis- 
Co-fiduciaries’ compensation 
should be divided equitably in retro- 
spect, and not in prospect. Why should 
an experienced corporate executor ex- 
pect an inexperienced individual co-exe- 
cutor’s foresight to measure up to a 
standard necessary to dispose of execu- 
tors’ fees at the commencement of the 
probate? Delayed determination of 
charges to be made is equally desirable 
in many special agencies, including ap- 
pointments for the issuance of rights and 
exchange of stock. 


ion’’? 


The desire to know the cost is a nat- 
ural one. Sometimes resentment is 
aroused by not guessing properly. How- 
ever, we believe that most people who 
have accumulated worldly goods and 
seek to conserve and pass on the accu- 
mulation, want to pay a reasonable com- 
pensation for the service that fills their 
needs and accomplishes their objectives. 

Unless my high school teacher short- 
changed me in explaining the lines, the 
Bard of Avon did not find it necessary 
to include in his immortal works a 
“Guide of Minimum Charges on Various 
Grades and Styles of Sow’s Ears and 
Silk Purses.” “The 
Play’s the Thing” left it 
lay, by omitting a list of box office 
prices. 

Trust business can’t be done in a bar- 
gain basement, either. No one in his 
right mind but with a physical ailment 
would pick out a doctor by inquiring as 
to which one was the cheapest. Selling 
trust service on “cut-rates” damages the 
prestige of the trust official and bank 
immediately, and their quality of service 
eventually. 

T. F. MULLENS 
Vice President and Manager 
Security-First National Bank 
of Los Angeles 


Instead he said: 


and then 


TRUSTS AND ESTATES 


me 
th 


tal 
tu) 
ab 


Mir 


JA 


es to 
tives 
ig on 


alua- 
ser- 
least 
oven 
ecial 
that 
arch- 
hind- 
con- 
r the 
- Vis- 
ation 
retro- 
10uld 
r ex- 
)-eXe- 
to a 
xecu- 
f the 
1 of 


rable 


g ap- 
s and 


i nat- 
it is 
How- 
who 
and 
accu- 
com- 
their 
tives. 
short- 
s. the 
“ssary 
rks a 
irious 
; and 
“The 
left it 
office 


a bar- 
in his 
ilment 
ing as 
selling 
es the 

bank 


ervice 


anager 


- Bank 


STATES 


ne 


$$ 


: —w I 


Trust Correspondents 


for COUNTRY BANKS 


CHESTER D. SEFTENBERG 


Vice President & Trust Officer, First and American National Bank of Duluth, Minn. 


ANKERS frequently are asked 

questions by customers about the 
business and financial aspects of the 
probating of estates, the management 
of trusts, and problems of estate plan- 
ning. They are rightly looked to with 
confidence for advice and information 
on these matters, and therefore ought to 
be very well informed on these matters, 
or know where to readily obtain the 
answers. 

The Revenue Act of 1948 brought to 
the tax picture an entirely new basic 
concept of property ownership — at 
least as the basis of taxation of that 
property by the provision for the mari- 
tal deduction. 


The application of this new idea and 
concept, and the requisite need to re- 
vise existing wills in order that advan- 
tage may be taken of the new marital 
deduction, has brought more and more 
people to the offices of their bankers 
with questions concerning the applica- 
tion of it to their estates, whether or 
not their bank has a trust department. 
The 1948 Revenue Act has been, for this 
reason, jocularly referred to as “the 
lawyers’ and trust officers’ full employ- 
ment act.” | believe that more attention 
has been givengto will making and 
estate planningf¢hese past two years 
than in any siM™far period. 
th a net taxable estate 

will note that I say 
robate estate, for the 
taxable estate if@fudes life insurance re- 
gardless of how gjayable, property held 
in joint tenancy~to the extent contribu- 
tion therefor was made by the decedent, 
property sul.ject to powers of appoint- 
ment exercisable by the decedent, and 
the like. Befor? the marital deduction 
act was effective he would have found 
that his estate was subject to a $10,700 
Federal estate tax. Now using the mari- 
tal deduction in full would reduce the 
tux on his half and on his wife’s tax- 
able half, to zero. 


Take a man 
of $120.000. * 
taxable and ne 





Based on address at 1950 Clinic Meetings of the 
Minnesota Bankers Association. 


January 1951 


(On leave with Army Air Force) 


Discussions Opened 


Special provisions in the law for a 
specific kind of trust which will qualify 
for the marital deduction has opened 
anew thought and discussion on wills, 
and the provisions for trusts and re- 
lated matters. Whether or not your 
bank has a trust department, you as 
bankers no doubt have received in- 
quiries about this new tax law. and 
about estate plans and trust service in 
general. Perhaps some of you have 
overlooked an important service and 
source of information available to you 
in your correspondent city bank. 


There are about 15,000 banks in this 
country yet less than 20% offer trust 
service to their customers, and of the 
2.800 trust institutions, 55% hold less 
than $1,000,000 of personal trust assets. 


Familiarity with the complexities and 
the potential liabilities of trust depart- 
ment operation and with the require- 
ment for skilled and competent person- 
nel, gives the ready answer to the reason 
why only a small minority of banks 
operate trust departments. 


The fact that a bank as executor or 
trustee has a great appeal, and fulfills a 
valuable need, for the smaller or more 
moderate estate explains the surprising- 
ly low average size of trust and estate 
accounts and the consequent smaller 
size of the vast majority of trust depart- 
ments. Contrary to popular impression, 
corporate trust service is not a luxury 
to the very wealthy, but a definite neces- 
sity for the owners of moderate and 
smaller sized estates which have greater 
need for competent, skilled bank trust 
service, and the resultant many savings 
from doing the right thing at the right 
time, which in turn means that a large 
volume of such accounts is required 
to maintain a properly staffed, modern- 
ly equipped and skillfully administered 
trust department. 

Thus only those banks located in 
areas where there is a definite concen- 
tration of property can afford to operate 
a trust department so organized and so 


staffed as to provide adequate service. 
That being so, it is in turn incumbent 
for such banks to make available for 
their correspondent country banks, and 
for the customers of such correspondent 
banks, their skills and experience in the 
accumulation, preservation and distribu- 
tion of personal estates. 


Of this total, the Comptroller’s re- 
port showed 21] national banks in Min- 
nesota exercising trust powers, holding 
4839 individual trusts with assets of 
$1,229,.341,009 as of December 31, 
1949. These banks reported $1,805,000 
aggregate gross trust department earn- 
ings for the year 1949. 


Trained Personnel 


Analysis of replies from a large num- 
ber of Midwestern banks that had re- 
cently opened or closed their trust de- 
partments, indicated that the basic fac- 
tor or requirement for successful trust 
operation was a department staffed with 
specifically trained personnel. Excerpts 
from a few of the replies point this out: 


From president of a bank which 
had recently opened a department 
and reported highly successful re- 
sults: “A good job cannot be done 
unless the bank is in a position to 
employ a trained and full-time trust 
officer. If this cannot be done, I 
think it is a mistake for the bank to 
attempt the establishment of a trust 
department.” Another bank with 
similar experience wrote: “There are 
undesirable features and hazards in 
the operation of a trust department 
which we must all admit. We would 
take the position that no bank should 
exercise trust powers without ade- 
quate preparation for exacting and 
competent management in turn sup- 
ported by good legal counsel and 
active directorate supervision at all 
times.” From a bank which had 
opened a department, but had not 
made much progress in developing 
the business: “A bank should give 
their trust officer time to devote to 
trust work, and to promote business.” 
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Another expressed the thought: “To 
handle this kind of business requires 
one who has quite a thorough knowl- 
edge of laws covering estates and 
devotes his entire time in this de- 
partment. There is a lot of detail 
work, legal responsibilities and ‘red 
tape’ connected with estate accounts 
and in many cases they prove un- 
profitable and unpleasant.” 

Another bank which had closed 
its department offered a possible solu- 
tion to the problem, “We are in a 
farming community with varied in- 
dustries serving a county population 
of 30,000 of which about 11,000 live 
in the city. The volume was not suffi- 
cient to warrant the employment of 
a qualified man without whom we 
felt the income did not warrant the 
liability. Being a small community, 
we were compelled to accept the ac- 
counts regardless, many of which the 
legal fee would not cover. . . . The 
independent bank in towns of our 
size can make arrangements with 
some city bank to handle the larger 
accounts much more satisfactorily.” 


Correspondent city banks operate 
adequately and completely staffed and 
equipped trust departments and are 
anxious to assist: 
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Trust Company 
BALTIMORE . 





Member Federal Reserve System 
Since 1917 


1951 








In providing information about 
trust service which will enable you to 
answer your customers questions on 
their estate problems and planning. 

In cooperating with your custom- 
er’s attorney in the development of 
an adequate plan to meet your cus- 
tomer’s estate problem, bringing to 
such conference the experience of 
many years. 

In cooperating to bring the very 
best of corporate trust service and 
benefits to your customer personally, 
without adverse effect on your pres- 
ently established banking relation- 
ships. 

I am sure that I am speaking on be- 
half of all correspondent banks operat- 
ing modern trust departments, and cor- 
rectly expressing their desire, when | 
extend a cordial invitation to all bank- 
ers to make use of this very important 
cooperative service. 


A A A 


Trust Department Day 
Played on Stage 


The Stonewall Jackson Chapter of the 
A.I.B. recently staged “A Day in the 
Trust Department,” written by Isabelle 
B. Bailey, of the trust department of 
the Shenandoah Valley National Bank, 
Winchester, Va. About 120 attended the 
event which was carried out by em- 
ployees of banks in the Virginia asso- 
ciation. The play revolved around the 
problems and demands made on a trust 
department ranging from a leaky bath 
tub to a confident request for a $1,000 
loan from the owner of an income prop- 
erty held in trust. 


A A A 
Trust Earnings in Maine 
Gross earnings of Maine’s 22 trust 
departments in 1949 were $111,800, 
compared with $112,263 the year be- 
fore, according to the Bank Commis- 
sioner’s annual report. 


N. Y. Banking Report 


Reflecting the completion this spring 
of a century of service of the New York 
State Banking Department, Superintend- 
ent Lyon’s annual report for 1950 re- 
corded historical as well as current 
data, and discussed the Common Trust 
Fund and Prudent Man investment rule 
developments. Listing the twelve dis- 
cretionary and ten legal different trust 
institutions in the State, he cited their 
aggregate market value of $95 million 
compared to seven operating funds 
aggregating $37 million a year ago. 


“The ten legal funds carried an aver- 
age investment of just over one-quarter 
in common and preferred shares while 
discretionary funds averaged almost one- 
half. On the basis of investments shown 
at the beginning of the quarter-annual 
valuation periods, the legal funds re- 
turned just under 2.6 per cent on the 
average during the year. The discretion- 
ary funds, with about double the pro- 
portion of stock investments, showed an 
average yield of 4 per cent. 


“After more than five years of experi- 
ence gained in the operation of com- 
mon trust funds, a further rise in the 
present $50,000 limit on participations 
now is desirable. Trustees of funds in 
excess of $50,000, in using the new dis- 
cretionary area of investment, are con- 
fronted with the problem of maintain- 
ing a portfolio that achieves diversity 
without having to break down share 
holdings into awkwardly small odd lots. 
It is the conclusion of the Department 
that the 
raised to $100,000. Appropriate amend- 
ments to this end will be recommended 
to the Legislature.” 


investment ceiling should be 


The report also recorded trust earn- 
ings of $49,489,000 in 1949 (compared 
to $49,391,000 in *48) or 13% of total 
bank earnings. New York City trust de- 
partments accounted for all but $3,062,- 
000 of fiduciary income. 


Serving as Fiduciary 


in 


Northeastern Michigan 


BAY TRUST COMPANY 


Capital funds over $600,000 


BAY CITY 


MICHIGAN 
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A PATTERN FOR TRUST MINUTES 


ADEQUATE TRUST RECORDS PROVE VALUABLE COMMITTEE 


LUCIAN D. WARNER 


Assistant Trust Officer, The Colonial Trust Company, Waterbury, Connecticut 


EGULATION F of the Board of 
R yovernors of the Federal Reserve 
System assigns the following duties to 
the trust committee: 


1. Approve acceptance of all trusts. 

2. Approve or ratify the closing out of all 
trusts. 

3. Approve purchase, retention or sale of 
all trust investments. 

4. Keep minutes of all its meetings, show- 
ing the disposition of all matters con- 
sidered and passed upon by it. 

5. Review at least once in each twelve 
month period all assets held by each 
fiduciary account. 

6. Note in the minutes “a report of all 
such reviews, together with the action 
taken as a result thereof.” 


. “Such additional duties relating to the 
trust department as may be prescribed 
by the board of directors.” 
Regulation F places upon the board 

of directors of a National Bank respon- 
sibility for the investment of trust funds 
and the supervision of the trust depart- 
ment, but these functions are frequently 
delegated to the trust committee. Other 
more general functions of the trust 
committee include: 

1. Determination of general trust policies, 
which are in time adopted by the board 
of directors and carried out by the off- 
cers and staff. 

2. Exercise of discretionary powers which 

modern trust instruments so frequently 

give to corporate fiduciaries. 


3. Dealing with problems with 


to beneficiaries. 


respect 


There is evidence that some trust off- 
cers fail to take full advantage of the 
opportunity to obtain group judgment 
on problems confronting them. Every 


trust officer should read Bob Masters’ - 


excellent thesis “The Application of 
Group Judgement in Trust Administra- 
tion,” which may be borrowed from the 
library of the Trust Division, American 
Bankers Association, in New York. 


Minutes as Evidence 


Trust Committee Minutes of each 
meeting of the Trust Committee should 


This article is based on an address before the 
Corporate Fiduciaries Association of Maine. 
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be kept not only because they are re- 
quired by the by-laws, or the resolution 
creating the committee, or the examin- 
ing authorities, or Regulation F, but 
because they serve a useful purpose. 
Accurate minutes avoid later misunder- 
standings. They serve as a guide to the 
committee and to the management in 
carrying out policies and decisions of 
the committee. They can be helpful 
evidence if the stewardship of the cor- 
porate fiduciary is later in question. 


Where they are material and are 
made in the regular course of business, 
minutes are competent evidence as to 
what transactions took place at the 
meeting. They are presumed to cover 
the whole subject matter or transac- 
tion. However, the minutes are not con- 
clusively binding, and may be contra- 
dicted or supplemented by parol testi- 
mony. Nevertheless, they are the best 
evidence of what transpired at a trust 
committee meeting, and therefore, must 
be produced on that question before 
parol evidence is admitted, despite the 
fact that their contents may be contro- 
verted.' 


Minutes as evidence have certain 
dangers. The corporate fiduciary pro- 
ducing them is itself bound by them, 
and ambiguities appearing in the min- 
utes will be construed against it.” More- 
over, by failure to show that the prob- 
lem under litigation was given proper 
consideration, they may prove to be 
damaging evidence. It follows then, that 
trust committee minutes should be pre- 
pared with the utmost care. 


Scope of Minutes and Records 


Regulation F directs the trust com- 
mittee to keep minutes showing the dis- 
position of all matters considered and 
passed upon by it, and to review at 
least once in each twelve month period 
all assets held by each fiduciary account, 
noting in the minutes “a report of all 
such reviews, together with the action 


'Spellman, Howard H. Corporate Directors, 
(Prentice-Hall, Inc., 1931) p. 350. 


*Idem. 


taken as a result thereof.” In addition 
to the entries thus required should the 
minutes contain a record of matters 
considered but not passed upon? Should 
there be a record showing what facts 
were before the committee when a de- 
cision was made? 


There are those who believe that 
everything should be included even 
though some of it be irrelevant. At the 
opposite extreme are those who include 
in their minutes the votes passed by the 
committee, and virtually nothing else. 
They fear that what we write in our 
minute book today may arise to damn 
us in court tomorrow. 

Actually much of the fear of sur- 
charge that exists among trustmen is 
ill-founded. Surveys* of cases involving 
surcharge of trustees indicate that the 
reasons for surcharge fall into four gen- 
eral classes: 


1. Breach of the trustee’s duty of loyalty 
by, for instance, self dealing or actual 
bad faith. 


2. Exceeding authority—for instance, dis- 
tributions of income or principal not 
authorized by the trust instrument, or 
purchase or retention of investments 
not authorized. 


3. Unlawful delegation of powers. 

4. Failure to exercise the judgment, care, 
and diligence of a prudent man—in a 
word, negligence. 

As to the first three classes there is 
very little danger of surcharge to the 
well-equipped, alert corporate trustee. 
As to the fourth, there is no doubt that 
a high standard of trusteeship is called 
for, but certainly not higher than can 
be met by a corporate trustee with a 
properly functioning trust committee. 
The corporate trustee must exercise 
reasonable care and prudence. One thing 
further is required: An adequate record 
to convince inquiring beneficiaries, or 
in the last resort a court, that such 
judgment, care, and diligence were ex- 
ercised. 

Professor Scott cites a case in which 
the court, after describing in detail the 


’Gallagher, W. D., ‘““What Price Liability ?”’ Sept. 
1949 TRUSTS AND ESTATES 549. 


45 








investment procedure followed by a 
certain trust institution and the system 
of keeping minutes, concluded with the 
statement: “I do not think the watch- 
fulness of trust securities can be criti- 
cized.”* Here is strong evidence that 
the court, in passing judgment on the 
trustee’s care, skill and diligence, paid 
special attention to the investment pro- 
cedure as reflected in the minutes. The 
corporate fiduciary will do well to see 
that its “watchfulness of trust securities” 
is backed up by complete minutes and 
records, 


Problem of Complete Record 


To attain its maximum usefulness, 
the record must be complete. It should 
show not only that the trust committee 
made a certain decision, but it should 
show that the decision was an informed 
one. If, for example, the decision to 
sell a certain stock is made pursuant to 
a study and report made by the Trust 
Investment Officer, or the Statistical Di- 
vision, a copy of that report should be 
a part of the record. 


To copy the report into the minutes 
would obviously require too much time, 





‘Scott, Law of Trusts (1939) Sec. 174-1, p. 930, 
citing Matter of Balfe (1934) 152 Misc. 739, 274 
N. Y. Supp. 284. 
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would make the minutes too bulky, and 
might require that the report be read 
back as a part of the minutes. To place 
the report in the files of the Statistical 
Division is unsatisfactory, for it may 
some time be borrowed from that file 
and not returned—or it may be de- 
stroyed in a periodic “weeding out.” 
Moreover, the records pertinent to a 
given meeting of the Trust Committee 
would be too scattered. This increases 
the work, and hence the cost, of examin- 
ations, and adds a substantial risk that 
the complete record may not be found 
if, some years later, it is desired as a 
defense against litigation, or for any 
other reason. 


A solution which has proven very 
satisfactory to a number of trust de- 
partments is the Minute Record File. 
The Minute Record File is a complete 
file of records complementary to the 
minutes of the trust committee meet- 
ings, filed chronologically by meetings, 
and is to be distinguished from the 
Minute Book. The latter contains a 
brief summary of all that took place 
in a meeting of the trust committee on 
a given date. These minutes together 
with the Minute Record File for the 
same meeting should contain a record 
of all decisions made in the meeting, 
all discussions of any importance, and 
all data before the committee when the 
discussions and decisions took place. 


For example, the minutes might rec- 
ord: “VOTED: That the purchases and 
sales recommended in the Trust Invest- 
ment Officer's report of (date) for 
John Doe Trust are approved.” The 
minute, by itself, means very little. But 
the record is complete if we can then 
turn to the Minute Record File for the 
meeting, and find there a memorandum 
from the trust investment officer setting 
forth circumstances which have brought 
about a need for increased income for 
the widow Doe, attaching a list of 


present assets of the trust, and recom- 
mending certain sales and purchases to 
bring about the desired result. (Ap. 
proval by the trust committee should 
be noted at the end of the memorandum 
over initials of the chairman and sec- 
retary of meeting.) 


Procedure - Memoranda and Reports 


Let us now consider briefly the prin- 
cipal steps in operating procedure: 

1. On any matter to be referred to 
the trust committee, a memorandum 
should be prepared in advance. It may, 
of course, be enlarged upon orally, but 
the memorandum should mention all 
essential factors. 

2. In preparation for the meeting, the 
trust officer assembles the various me- 
moranda and reports in the order in 
which they will be presented to the com- 
mittee. 

3. During the meeting, the secretary 
takes notes for the minutes. He should 
have a copy of each report and memo- 
randum 
and brief notations on these will com- 
prise the bulk of his notes. 


submitted to the commiitee, 


4. In the meeting the secretary an- 
of each memorandum 
and report: “Approved by Trust Com- 
mittee (date).” He assembles them and 
they are filed, with a copy of the min- 
utes. in the Minute Record File. 


nolates a copy 


These reports and memoranda serve 
as an agenda for the chairman, and as 
an aid for the committee member, in 
understanding the subject matter. For 
the secretary of the trust committee, 
they provide material from which ac- 
curate minutes can quickly be prepared. 
and in the Minute Record File they, to- 
gether with the minutes, form a com- 
plete and permanent record. 

Differences of opinion within the com- 
mittee should not be made a matter of 
record. For this reason principally, it is 
wise to omit from the minutes an indi- 
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cation that a vote was unanimous. If, 
in any given set of trust committee min- 
utes, the term is used as to most of the 
committee votes, its occasional omission 
calls attention to an implied lack of 
unanimity. Moreover, the vote is an act 
of the committee, not of the individual 
members. 


What to Include 


It is extremely important that the 
minutes reflect the type of supervision 
being furnished by the trust committee. 
If the committee is fulfilling its proper 
function, the minutes may well record 
actions of the general type suggested by 
the following: 


1. Vote te continue or liquidate a going 
business. 

2. Comproysise, arbitration, allowance or 
disallow; ice 

3. Advang 

b. Resign 


5. Study 


of important claims. 





sent of principal. 
usteeship. 


a company or industry in 


whict trust department has sub- 
stantiaigfinvestments or in) which in- 
vestmen@ are contemplated. 


6. Revie. 7 f 
trust d 


investment policy for the 


artment as a whole. 
threatened liti- 
withdrawal or 


7. Review f pending or 

settlement 
of litigation previously pending. 

8. Review of 

the trust department. 


gation, ggnd 


report on examination of 


The head of the trust department 
should determine what is to be recorded 
in the trust committee minutes and how 
concisely they may properly be written. 
Every action and every important dis- 
cussion must be recorded. This means 
that constant vigilance is required to 
avoid the minutes becoming too volum- 
inous. Mr. Stephenson reports the case 
of a large eastern trust institution whose 
trust management committee minutes 
grew in eight years to a library of 
150 volumes. This was one of several 
committees in the department which 


kept minutes.” 


The following suggestions may be of 
help in cutting down the length of 
minutes, 


1. Omit names of members absent from 
the meeting. To list those present is 
correct and adequate. 


2. On a vote, omit non-essential material 
such as “Upon motion duly made and 
seconded, it was unanimously voted 
... .. This whole quotation could 
be cut down to one word “VOTED”. 


Some minutes contain entries such as 
“VOTED: That the proper officers be and 
they are hereby authorized to sell, assign 
and transfer the following securities held 
in this account: . . .” The Committee is 
here authorizing the sale. Authority for 
the officers to assign will be found in 
nearly all cases in an annual vote by the 
Board of Directors. Authority to transfer 
or deliver is implied. It would seem that 
the following minute would © suffice: 
“VOTED: That the following be sold: 


Other minutes record various votes 
authorizing officers to take actions which 
unquestionably should be within the au- 
thority granted them by an annual vote 
of the board of directors. Avoidance of 
such committee votes will expedite com- 
mittee meetings and shorten the minutes. 
Another actual example: “There being 
no further business, the meeting on mo- 
tion duly seconded and unanimously car- 
ried, adjourned.” Without omitting any- 
thing of significance, this might read, 
“VOTED: To adjourn.” 

Some minutes go so far as to record 
the names of the maker and seconder of 
each motion. Besides adding unnecessary 
verbiage to the minutes, this may tend to 
discourage some committee members from 
making motions, thus slowing the meeting 
and making for less open discussion. 

3. The record the 

reasons for a decision of the committee. 

Factual information, will, of course, be 

preserved available for reference should 

the need arise. “It is the decision and 
not the reason for the decision that 
counts.”6 Discussions of any real sig- 


minutes need not 


5Stephenson, Gilbert T., Studies in Trust Busi- 
ness, Second Series (1944) p. 53. See also Stephen- 
son, “Studies in Trust Business—Fourth Series— 
Study No. 1.”’ 

*Ibid. (Third Series, 1947) p. 235. 
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nificance should be _ reported very 
briefly and verbatim records of them 
avoided. 

The physical form in which the min- 
utes are finally written should be such 
that the resulting record is permanent 
in nature and is reasonably protected 
against being tampered with or changed 
in any way, excepting properly author- 
ized corrections. For this purpose a lock 
binder with stationer numbered sheets 
is recommended. 


There should be no erasures or inser- 
tions or crossed out words or portions 
of words. The existence of any such ir- 
regularities leaves the way open for 
further unauthorized changes, and it 
may be impossible at a later date to 
know which changes were made prior 
to approval of the minutes. 


Corporate trustees will continue to be 
held to a high standard of trusteeship. 
Nevertheless, we need not be seriously 
concerned with the danger of surcharge 
from operation of our trust department, 
provided our trust committee is giving 
proper supervision—and provided fur- 
ther that this fact is reflected in our 
trust committee minutes and records. 
We must be able to show by the record 
that our conduct has, in fact, measured 
up to this high standard. 


The 
FIRST 
NATIONAL 
BANK 
of 


MEMPHIS 


Memphis, Tennessee 


~ 


Established 1864 


NORFLEET TURNER, 
President 


TROY BEATTY JR., 
Vice Pres. & Trust Officer 


IRA C. DENTON, 
Trust Officer 





47 








COMMISSIONERS OF FINANCIAL HEALTH 


CIVIC LEADERSHIP SURVEY 


NE question knocks on the door 
QO. every trust officer today with 
the double force of need and opportun- 
ity: Can financial and economic initia- 
tive be wrested from politics and re- 
turned to the business and _ financial 
men of our towns and cities who are 
qualified to do an educational job, in 
cooperation with schools, service and 
women’s clubs and other local groups? 


Every new attempt by pressure 
groups to tap the national treasurv. 
every proposal for further excessive 
taxation of business emphasizes the im- 
portance of removing economic deci 
sions from the realm of political expedi- 
ency, and such a change will hardly 
take place without a re-education of the 
American public. Ordinary men and 
will have to learn the basic 
economics of their own freedom. They 
need to attitude of 
fear and distrust toward business and 
financial institutions to one of under- 
standing and friendliness. Instead of 
looking to Washington for the solution 
of all problems, they will have to be 
shown that there is capable leadership 
for the common good in the men and 
women of their own community. 


women 


be won from an 


Many business firms already have 
in operation programs designed to 
teach economic facts, create better un- 
derstanding, and develop independent 
thought and action at the community 
and employee levels. Plant tours, com- 
pany financed educational 
and even participation in local govern- 
ment are threads of this pattern which 
alert business men are weaving as 
they seek the best means to convey to 
the public the information, and elicit 
the new attitudes requisite for prosperity. 


activities. 


This development is sometimes ex- 
pressed through the pooled resources of 
a number of firms, covering a larger 
field and a more comprehensive plan. 
Such is the case of the Industrial In- 
formation Institute, Inc., of Youngs- 
town, Ohio, which has 103 member 
firms and serves eight separate com- 
munities; also the program of the city 
of Syracuse, N. Y., as developed through 
its Manufacturers Association, Chamber 
of Commerce, and especially its Citizens 
Foundation, formed in April 1947 
(Feb. °50 T.&E., p. 133). 
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Such a public relations trend in busi- 
ness provides an opportunity for the 
banker and trustman to assume his nat- 
ural place as a “Commissioner of Fi- 
nancial Health,” bringing together 
groups of professional and business men 
to initiate and support programs that 
make it possible to deal with national 
problems at the point where they meet 
our daily life. The men and women of 
trust departments, both officers and 
staff, possess the training and capacity 
to hold positions of responsibility in 
the community. Their experience with 
people gives insight into the needs and 
potentialities of individuals. 


Outsiders are apt to think trustmen 
and women cold and impersonal, deal- 
ing only with numbers preceded by a 
dollar sign. They know little of the 
hours spent in guiding children in edu- 
cational problems, of the trips made to 
supervise care of incompetents, of the 
times when a trust officer helps to pick 
out a house, an automobile, a bicycle, 
or to pass on the eligibility of a poten- 
tial husband. To the uninitiated the 
phrase “trust department” does not 
sound like helping a widow select dec- 
orations and furniture for her 
quarters, or finding a temporary home 
with relatives for one of three children 
while the other two suffered their way 
through the measles. 


new 


To discuss report cards with a thir- 
teen-year-old girl, or rescue two boys 
from an uncle’s tyranny so they could 
have proper clothes and schooling and 
a few “kid’s luxuries,” sounds like trust 
department business only to those who 
work in it. Publicity of facts like these 
is a delicate matter, but the same quali- 
ties of understanding, fairness, perse- 
verance, and the capacity to solve prob- 
lems can be revealed in the leadership 
of progressive, constructive community 
activities. 


Test Check Shows Civic Interests 


A test survey of large and medium 
sized banks made by TRUSTS AND 
EstaTES in one state (Connecticut) 
shows trustmen operating in a wide 
field, with interests ranging from day 
nurseries to homes for the aged. One 
trust officer insists he is a registered 
Girl Scout, one is a city treasurer. An- 


other writes, “The most satisfying and 
interesting thing which I am doing at 
the present is to rear three orphans 
whose father was a close friend of the 
bank and whose mother died shortly 
after the father’s death. Their ages cor- 
respond with the ages of my own chil- 
dren and I like to think that if my wife 
and I should have stepped out of this 
life that someone would have done the 
same for my children. It is jobs like 
this that make a trust officer’s job 
worthwhile.” 

Almost every area of civic endeavor 
is represented among the items reported 
in this survey, and this is the more re- 
markable when one considers that of 
the twenty banks reporting some cited 
the activities of only one individual in 
the department, or generalized with a 
phrase such as “most of our officers are 
involved in activities of this type, and 
there are a considerable number of in- 
stitutions which we serve as treasurer 
where various ones of us represent the 
company on boards of various kinds,” 
or “our other officers are all more or 
less interested in civic matters.” 

The outside load carried by these 
men and women runs to membership in 
as many as thirteen organizations, many 
holding important and responsible posts. 
Moreover, some individuals have shoul- 
dered this load for a long time: 30 
years a City Treasurer, 27 years a Hos- 
pital Treasurer, 25 years a Church 
Treasurer, 20 years a Settlement House 
Trustee. 

Many of those replying were carrying 
outside banking responsibilities such as 
teaching A.I.B. courses, serving as offi- 
cers of Clearing House or Credit asso- 
ciations, A.I.B. chapter, or state Safe 
Deposit or Bankers association. Some 
were directors of other banks, of busi- 
ness firms and insurance companies. 

Other contacts with business men and 
community betterment programs were 
as members of: 


Improvement Society 
Business men’s clubs 
Industrial Development Committee 
Veterans’ Financial Service Center 
New England Council 


Eleven reported activities directly or 
closely associated with government, 
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which form an interesting list reaching 
from the financial to the military. Un- 
der the general heading of city admini- 
stration trustmen reported activity on: 

Board of Finance 

Board of Estimate 

Financial Advisory Committee 

Pengion Committee 

Ketifement Board 
P arg Commission 
City 
Zon:..g Board of Appeals 


fousing Authority 


Board of Education 


Smoke Abatement Committee 


The most unusual title was held by 
a bank president who is a “Proprietor 
of Common and Undivided Grounds.’ 
Two trustmen assisted in selecting the 
form of city government, one on a com- 
mittee preparing for a city manager. 
the other on a charter revision commit- 
tee. 

The state particularly benefited from 


trust experience on its U. S. Savings 


Bonds Advisory Committee, the Gov- 
ernors Advisory Council on Banking, 


and committees for Study of the Pro- 
System. for Flood Control. 
and for dealing with Displaced Persons. 
in the Na- 


commands 


bate Court 


One trust man is an officer 
tional Guard, and 
the Naval Militia. 

This would seem to be a sufficiently 
banks, 
but was in addition to the usual services 
to religion, health 
As might be 
trustees, and di- 
rectors are numerous here. The Com- 
munity Chest, hospitals, churches, the 


Y.M. and Y.W.C. 


for both boys and girls, 


another 


imposing array for only twenty 
culture. 


and welfare organizations. 


education. 


expected, treasurers, 


A.. clubs and Scouts 
and societies 
for physical and mental health all find 
support from the trust officers and staff. 
Homes and orphanages. clinics and chil- 
dren’s centers, schools and colleges are 
included under the beneficient super- 
vision of trust personnel, nor have li- 
braries, museums, orchestras, or even 
glee clubs been omitted. Money raising 
is a dominant need of these institutions 
but often policies must be determined, 
knotty problems solved, personalities 
dealt with. 


An undetermined, but probably large’ 


charitable work is done 
through the American Legion, service 
clubs, and lodges in which membership 
was reported, one man heading a com- 
mittee which spends “over $300,000 a 
year for charitable relief.” 


amount of 


These community activities of trust 
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officers and staff draw the participation 
of both men and women, both the long 
experienced and the newer department 
members. This is a wholesome and en- 
couraging fact, especially if the results 
of this survey are typical of trust depart- 
ments across the country. As compared 
with industrial public relations pro- 
grams, the two points of difference seem 
to be first, that trust department per- 
sonnel take on these activities as an ex- 
tra while industry tends to establish a 
full time staff, and second, that trust 
endeavors for the most part are an in- 
direct approach to maintaining free en- 
terprise while industry tackles the job 
head on. 


One of the fastest growing banks in 
the country, the Security-First National 
Bank of Los Angeles (Dec. T.&E. 
page 514), believes in this principle of 
community activity on the dual ground 
that the bank owes it to the community 
and that it is a sure way to make friends. 
With 124 offices and branches this bank 
the affairs of some 
60 communities. Besides participating in 
the financial drives of the usual health, 
education, and welfare it op- 
erates a Speakers Bureau for clubs, 
conventions, and P.T.A., 
community celebrations, founders’ days, 
4-H clubs, and Future 
Farmer groups. This sort of cooperation 


moves actively in 


agencies, 
and supports 


rodeos, fiestas, 
plus publicizing the events in advertising 
and news releases. brings a better under- 
standing between bank and community. 


A number of banks assist in com- 
munity training programs for high 
school students, although the emphasis 
is much more on the commercial than 
on the trust department, and one bank. 
the Northwestern National Bank in 
Minneapolis (Feb. 50 T.&E. page 110) 
is trying to guide people toward an in- 
telligent allotment of their income dol- 
lars. Yet the industrialists up to date 
are taking the lead away from the bank- 
ers in the direct job of creating under- 
standing between the public and _busi- 
ness, and in determination to find local 
solutions to important civic and national 
problems. This may be partly due to 
the greater size of the industrial com- 
panies, but also it may relate to the 
difference between spare time and offi- 
cial company activity. The evidence of 
full time public relations staffs indicates 
that many businesses think it does. In 
any case, the intelligence and effort ap- 
plied to building the community will 
pay off in building the nation, and in 
building the man, as well as the busi- 
ness of the bank and trust department. 
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INSURANCE TRUSTS 


(Continued from page 19) 


Taxability of Excess Income 


The question of the income tax status 
of income from a funded life insurance 
trust in excess of the amount necessary 
to pay premiums, it being impossible to 
determine the exact income which will 
be produced by the securities in the 
ordinary funded trust, is well summar- 
ized in Personal Life Insurance Trusts, 
Allan F. Smith, 1950, pp. 350-352: 


“There appear at least four possible 
dispositions which can be made of such 
income. It may be directed (1) that 
such excess income be distributed to the 
grantor; (2) that such excess income 
be distributed to a named beneficiary ; 
(3) that such excess income be accumu- 
lated and added to the corpus of the 
trust; (4) that such excess income be 
applied to the purchase of additional 
insurance. In the absence of any such 
express direction, the trustee may be 
given discretionary power to apply the 
excess income in any of the four ways. 


If, by the terms of the trust, it is to 
be distributed to the grantor, it is tax- 
able to him. 


Likewise, if in the discretion of the 
grantor or one not having a substantial 
adverse interest, it may be distributed 
to him, it is taxable to him. 


If it is accumulated and added to the 
corpus, but the grantor may recapture 
the corpus, it is taxable to him. 


If the excess is distributed to a named 
beneficiary and the trust is irrevocable, 
then it is income to the beneficiary, not 
to the grantor. 


Conversely, if the trust is revocable, 
the income is taxable to the grantor. 

If the excess is used to purchase addi- 
tional insurance, on the life of the grant- 
or, it is taxable to him. 


If the excess income is not taxable to 
the grantor, then it will be taxed either 
to the trust or the beneficiary, depend- 
ing upon conditions which need not 
concern us here.” 


Combining Tax Advantages 


“The decisions clearly dictate that 
where income tax advantage is sought 
through the creation of a funded trust, 
the grantor must not only use insurance 
on another’s life, but must also divest 
himself of all interest in the policies, 
their proceeds, or the ultimate income 
therefrom. If an ultimate disposition to 
charity in default of appointment were 
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added, the arrangement would provide 
the one device by which substantial 
estate taxes might also be avoided.” Per- 
sonal Life Insurance Trusts, Allan F. 
Smith, 1950, pp. 346-347. 

For the purpose of illustration speci- 
fic facts concerning a California hus- 
band (H) and wife (W) will be as- 
sumed in the following paragraphs. Thus 
when H and W have accumulated sizable 
community or separate property estates, 
and are able to part immediately with 
substantial sums of money or securities 
for the benefit of their children and 
grandchildren, the life insurance trust, 
properly set up, can provide for H and 
W estate tax advantages while at the 
same time securing for them a favorable 
income-tax position. For example, as- 
suming that H and W, among other as- 
sets, have $100,000 of community prop- 
erty securities of which they are willing 
to apply one-half to the purposes of a 
funded life insurance trust. 


1. H and W enter into a property 
settlement agreement dividing the com- 
munity property into separate property, 
14, to each of H and W. As set forth in 
paragraph 7, the question of “artificial” 
community property is more fancied 
than real, and is entirely absent if prop- 
erty separate in nature by reason of in- 
heritance or gift, etc., is used. 

2. W irrevocably transfers her $50,- 
000 of divided property to an independ- 
ent inter vivos trustee. 

3. The trustee would then apply for, 
own, pay for, and be beneficiary of poli- 
cies of life insurance on the life of H; 
payments of premiums would be made 
out of the trust income, such income be- 
ing taxable to the trustee rather than 
to H and/or W, thus being subject to 
a low rather than high rate of tax. 


The income taxes that are saved by 
means of such a life insurance trust of 
this kind may be substantial. For ex- 
ample, assume a case where the H and 
W have a net taxable annual income, 
after deductions and exemptions, of 
$30,000, and where H and W are desir- 
ous that a life insurance policy on the 
life of the H costing in annual premiums 
$3,000 be purchased. The income tax 
savings that may be realized by the use 
of such a life insurance trust rather than 
the usual cross-owned insurance are as 
shown in the next column. 


Similarly, H could create an irrevoc- 
able inter vivos trust for each of five 
children, funded with enough property 
adequately to provide sufficient income 
to pay an annual $1,000 premium on 
policies on each child’s life. The respec- 





Cross- Life 
owned Insurance 

Insurance Trust 
Tax on H & W: $8,284.80 $7,079.20 
Tax on trust: None 506.24* 





Total Taxes $8,284.80 $7,585.44 
*after exemption of $100.00. 
SAVINGS: $699.36 per year. 





tive trustees would then insure the re- 
spective child-beneficiary’s life, paying 
the premiums from the $1,000 annual 
income. This method would save H in- 
come tax on $5,000 per year and if he 
is in a high bracket as compared with 
the low bracket of the 
savings would be substantial. 

4. Upon the death of H, the death 
proceeds of the policies are paid to the 
trust for the benefit of the children (the 
of the trust) 
during their lives with remainders over 


trust, the tax 


beneficiaries irrevocable 
to the appointees of the respective chil- 
dren. This properly drawn trust will 
not only eliminate estate tax on the in- 
surance in the estate of the husband. 
but also in the estates of the children 
when they in turn appoint their issue 
to succeed them. 

5. Assuming no element of contem- 
plation of death at the time of the origi- 
nal transfer by W, and assuming that 
she has retained no interest or control 
in the trust, neither the insurance pro- 
ceeds nor cash value will be included 
in her estate when she dies whether after 
or before H. This is an improvement 
over usual cross-owned insurance where 
the cash value is included in the estate 
of W upon her prior passing, and in 
addition assures to W that 
death the insurance on her husband’s 
life will continue in force. She has real- 
ized her two-fold aim: (1) to make 
proper provision for the payment of 
premiums on the policies in order to 
keep them alive in the event that the 
wife - applicant - owner predeceases the 
husband-insured: and (2) to make cer- 
tain that the policies will not be cashed 
prior to her husband’s death. 


after her 


6. The $50,000 originally transferred 
by W is kept out of the estates of both 
H and W as is also any gift tax paid on 
the transfer. The elimination of the 
property which is the subject of the gift 
and of the cash paid for the gift tax 
itself, from the estates, not only saves 
estate tax but also reduces probate ex- 
penses. The loss of the income to W 
caused by the transfer is largely <om- 
pensated for in the lower rate of tax on 
such income to the trustee. 
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7. While the Revenue Act of 1948 in 
effect states that community property 
cannot be divided into separate interests 
after April 2, 1948, the scope of this 
provision is rather limited; i.e. it applies 
to the marital deduction only. Moreover, 
the money being used to pay the insur- 
ance premiums would not come from 
the divided community property itself, 
but would represent income from such 
divided community property. The Reve- 
nue Act of 1948 made no mention of 
the status of such income and it is my 
opinion that such income is not so called 
“artificial community,” that it is in fact 
separate property under state law, that 
the commissioner’s regulations to the 
contrary are wrong and without basis. 
See Olson, 1948 Federal Revenue Act 
and Regulations Panel Discussion, Title 
Insurance and Trust Co., Los Angeles. 
June 18, 1949, pp. 18-19, reprinted in 
Trusts AND Estates, August, 1949, p. 
485, 486. Of course, if W owns tenancy 
in common property or separate prop- 
erty in any form including tenancies in 
partnership and true joint tenancies, the 
problem of the Revenue Act of 1948 is 
not even present. . 


To make maximum use of the optional 
modes of settlement in combination with 
a funded life insurance trust to save 
income taxes and estate taxes, the grant- 
or might direct the trustee to buy poli- 
cies of life insurance on the lives of his 
children, beneficiaries of the trust, out 
of income or principal of the irrevocable 
trust which he has established, the trus- 
tee to name as beneficiaries of the re- 
spective policies the issue of the grant- 
or’s respective children (grantor’s 
grandchildren) pursuant to the nomina- 
tion of the beneficiary who is the parent 
of the particular grandchild, the policy 
to become payable under the mode of 
settlement so specified and free of trust 
at the time of the death of the insured. 


Marital Deduction 


(Continued from page 16) 


Suggested Solution 


It seems to me that the best solution 
is the following provision: “The amount 
of this bequest and the division of my 
estate shall be determined on the basis 
of values existing on the date of such 
division, or on the date of distribution 
in case of any property previously dis- 
tributed, or on the estate tax values in 
case of property not passing under this 
will, and this bequest shall carry with 
it its proportionate part of the income 
of my estate from the date of my death.” 

If this language were used, then, in 
the last example given above, the final 
accounting would be as follows: 


Revocable Trust $ 50,000 





Home 60,000 
Special bequest 20,000 
Estate Tax 37,000 
Cash on hand 5,500 
1,000 sh. A stock @ 110 110,000 
800 sh. B stock @ 60 48,000 
500 sh. C stock @ 130 65,000 
Adjusted Gross $395,500 
14 to wife $197,750 
Less: 
Revocable trust $50,000 
Home 60,000 110,000 
Due to wife $ 87,750 
Satisfied by: 
797 sh. A stock @ 110 $ 87,670 
Cash 80 
$ 87,750 


Residue: 


203 sh. A stock @ 110 $ 22,330 





800 sh. B stock @ 60 48,000 
500 sh. C stock @ 130 65,000 
Cash 5,420 
Total Residue - $140,750 
Estate tax - 37,000 

Special bequest 20,000 

$197,750 
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Social Security 
(Continued from page 9) 


Under the old law an individual was 
deprived of his Social Security benefits 
if he earned wages in covered employ- 
ment of $15 or more a month. Under 
the new law benefits are forfeited if he 
earns wages of more than $50 in any 
month or is charged with more than $50 
of net earnings from self-employment in 
any month. If the net earnings from self- 
employment for the year exceed $600, 
Social Security benefits are lost. 


This is an important difference. Prior 
to the amendment, an individual could 
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retire and draw his retirement benefits, 
work in non-covered employment or in 
self-employment and not lose his bene- 
fits. There are many people who have 
drawn their Social Security benefits and 
opened little businesses of their own to 
eke out this income. They cannot do 
this beginning in 1951 if their earnings 
from self-employment exceed $50 in any 
month. In this respect the new law works 
a hardship. What has been said immedi- 
ately above is not applicable, however, 
to individuals age 75 and over. 


Remarriage of a widow, dependent 
widower or dependent parent would 
terminate the benefits. 

In the case of veterans and for the 
purposes of computing benefits, time 
spent in military service in World War 
II between September, 1940 and July, 
1947 will be considered time spent in a 
covered employment and with a wage 
credit of $160 a month. 

The accompanying table gives some 
idea of the amount of the benefits: 


dren get nothing. Assuming two children 
ages 3 and 5, this could amount to a 
loss of the following: $150 a month for 
13 years $23,400) ; an additional $120 
a month for 2 years ($2,880); plus a 
lump sum payment of $240; or a stag- 
gering $26,500. To this should be added 
the value of $60 a month to which the 
widow would again be entitled after 
she reached the age of 65. This could 
be worth another $11,000. This totals 
nearly $38,000, a nice estate and one 
that is free from all estate, inheritance 
and income taxes. Here is a loss that 
can be and needs to be insured against. 


Take the case of the man earning 
$3,600 or more a year. Can he expect 
his widow to live on $60 a month? It 
will cost about that for rent alone. If 
she goes to work to support herself and 
earns more than $50 a month, she loses 
her $60 from Social Security. Thus, if 
she needs $150 a month to live on, she 
must earn it all. She cannot earn $90 
because if she does, she then loses her 





SOCIAL SECURITY BENEFITS 


Retired 
W orker 
Retired and Wife 
W orker or Widow or 








Average (Primary Dependent Dependent Widow and 
Vonthly Insurance Husband Widower Widow and Two A Parent Two 
Wage Amount) Over 65 Over 65 One Child Children or a Child Children 
$100 $50.00 $ 75.00 $37.50 $ 75.00 $ 80.00 $37.50 $ 62.60 
150 57.50 86.30 43.20 86.30 115.20 43.20 72.00 
200 65.00 97.50 48.80 97.50 130.20 48.80 81.40 
250 72.50 108.80 54.40 108.80 145.20 54.40 90.80 
300 80.00 120.00 60.00 120.00 150.00 60.00 100.00 





Certain technical definition and limi- 
tations have been omitted here for the 
sake of brevity. Specific questions as to 
coverage or benefits should be taken up 
with the local office of the Social Secur- 
ity Administration. They are most anxi- 
ous to pay benefits and are most cooper- 
ative in answering any questions. They 
are especially helpful in the matter of 
filing applications for benefits. 


Insuring Benefits 


In many instances it is essential to 
insure Social Security benefits. That may 
seem strange, but let us look at a few 
examples. 

An individual coming under the law 
for the first time in 195] will lose all 
benefits for his survivors if death should 
occur before obtaining the minimum 
number of six quarters of coverage, ap- 
proximately the spring of 1952. Suppose 
his average earnings are $3,600 or more. 
If he leaves a widow over 65, she can 
lose $60 a month for the rest of her 
life. If he leaves a young widow with 
children under 18, the widow and chil- 
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$60 Social Security benefit. She can no 
longer open a tea room or dress shop. 
those earnings may now disqualify her. 
She is a self-employed person. 


Let us look at the young widow. She 
certainly cannot support herself and 
raise a family on $150 a month. If she 
needs $300, she just cannot earn an- 
other $150. She has to earn $200. The 
children’s benefit of $100 will be paid, 
but she loses the other $50 of Social 
Security benefit. 


The retired individual too needs to 
insure his benefits. A man making $300 
a month cannot retire and support a wife 
on $60 a month, and he and she to- 
gether will not have $120 until they are 
both over 65. Even then $120 is not 
going to be enough. The bare necessi- 
ties of life will require all of that. If he 
tries to eke out a living and earns more 
than $50 a month, the whole $60 or 
$120 can be lost. 

Young unmarried men and women 
who have dependent parents to support 


also have a problem. Making $300 a 








month, they can live with and support 
that dependent parent. But that parent 
left to depend upon Social Security 
benefits of $60 a month just cannot get 
along. It used to be possible to earn a 
few dollars on the side. No longer can 
this be done if it amounts to more than 
$50 a month, and this is so whether it 
is earned as wages working for another 
or from self-employment, such as run- 
ning a gift or hobby shop. If a parent 
has a Social Security benefit of his own, 
he may be able to collect on the basis 
of his child’s coverage. Dependent par- 
ents of a married person are not en- 
titled to benefits if on such person’s 
death a widow’s, dependent widower’s 
or children’s benefit is payable. 


Base To Build On 


In years to Social Security 
benefits will comprise an important 
source of retirement income and sup- 
port of dependents for a large segment 
of our population. For those who will 
be eligible to receive these benefits in 
the future, it is essential that they find 
out what they and their dependents may 
expect from Social Security. This 
amount can be both a surprise and a 
disappointment. To many its inadequacy 
will be at once apparent. These benefits 
are too valuable to lose and yet they 
will be lost unless there is an additional 
source of income. This can no longer be 
income from self-employment. 


come 


Starting with Social Security bene- 
fits as the base income, other resources 
should be examined to determine what 
additional income may ultimately be ex- 
pected from them. Far too often a defici- 
ency will be found to exist. Life insur- 
ance will often prove to be the most 
economical and practical source for 
making up this deficiency. Life insur- 
ance, which can be purchased on the 
installment plan, serves a dual purpose 
—the cash surrender values of the con- 
tract are available to supplement re- 
tirement income and yet, if death inter- 
venes, its full value comes into being 
to supplement dependents’ benefits. No 
other form of property possesses this 
unique characteristic. 

A AA 
Two in 5 Families 


Have $5,000 or More 


Two out of five families in this 
country have net assets amounting to 
$5,000 or more according to a recent 
report of the Federal Reserve Board. 
One family in 10 has assets of $25,000 
or over. These are listed as such things 


as “liquid” assets, automobiles, owner- | 


occupied homes, etc. 
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Economic Aspects Relating to 


HE passage of the Social Security 
Act in 1935, American businessmen 
velieved, sounded the knell of the pri- 
ate enterprise system in this country, 
and that it was the first step in the 
establishment of a socialistic govern- 
ment and the welfare state. It was pre- 
dicted that the Social Security Act was 
impracticable of accomplishment; that 
the theory of government social security 
rested on a false assumption and that 
assumption was in turn based on a 
fallacy. Businessmen believed that the 
average American did not want his life 
charted for him, but that he did want 
opportunity to build his own security. 

Businessmen failed to see that in the 
early 1930's there was the beginning 
of a social revolution, which has not yet 
run its course. The American working- 
man has come to use the words “Social 
Security” as synonymous with what has 
been called the “Right to Life” with all 
that phrase implies. This has and will 
have a tremendous impact on the eco- 
nomic outlook for all of us. 

The Social Security Act, enacted in 
1935, amended in 1939 and again in 
1943, had been in existence hardly more 
than a decade, when demands were 
again made for a more universal cov- 
erage and greater benefits. The result 
was that Congress has amended the Act 
extending the coverage to an additional 
10,000,000 workers and increasing the 
benefits for persons on the rolls as of 
August, 1950, on an average over 75%; 
with tax rates increasing from 114% on 
all earnings up to $3,600 from January 
1, 1950, to 314% in 1970 payable both 
by employe and employer. All this has 
a direct relationship with most industrial 
pension plans now existent. 


Steel Pattern 
While many corporations had pension 
plans for their employees previous to 
1950, the real impetus was given to the 
formation of new plans by industry as 
a result of the report of the Steel Fact 


Excerpts from an address before the Controllers 
Institute, Chicago, September, 1950. 


January 1951 


WALTER H. DUPKA 


Finding Board in 1949, which stated 
that — “The concept of providing social 
insurance and pensions for workers in 
industry has become an accepted part of 
American thinking” — gained “either 
by the unilateral action of employers or 
to an increasing extent through collec- 
tive bargaining.” As a direct result of 
this report, pension plans were finally 
negotiated late in 1949 and early in 
1950 with the United Steelworkers 
Union by most of the companies in the 
steel industry. Other industries soon fol- 
lowed, their plans patterned for the 
most part on the general steel plan. 


What are the economic aspects of 
these industrial pensions? 

First: Primarily, of course, is the 
cost to industry. Actuaries have calcu- 
lated the estimated cost of these plans. 
They have given effect to: turnover in 
employment, the number of present em- 
ployees who will ultimately receive pen- 
sions, their expected mortality, anticipa- 
ted interest earnings on funded amounts, 
and other factors. For example, accord- 
ing to the proxy statement to its stock- 
holders, the non-contributory pension 
cost to the United States Steel Corpora- 
tion for past service benefits was esti- 
mated to be six hundred and seventy- 








“Pearson, for years I've noticed you admiring this clock, so 
I thought it fitting to present it to you upon your retirement.” 
ree 
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Industrial Pensions 


Vice President and Controller, Jones & Laughlin Steel Corp., Pittsburgh 


seven million dollars, and the average 
annual cost for both past and future 
service is estimated to amount to sixty 
million dollars. On December 31, 1949, 
there were approximately 290,000 em- 
ployees of the Corporation and its sub- 
sidiary companies, or more than an av- 
erage of $200 per employee per year, 
equivalent to approximately 10 cents per 
hour. It is only fair to state that the 
application of the increased benefits of 
the amended Social Security Act will 
somewhat reduce this annual cost. The 
amount is still a substantial charge 
against earnings and will become larger 
as the years go by. This is only one of 
the many corporations similarly affected. 
The immediate effect of the impounding 
of these huge sums is, of course, to 
withhold large amounts which would 
otherwise be invested in the business, 
either to increase working capital or for 
plant expansion; thereby, increasing 
productivity and providing additional 
employment. The alternative of the fore- 
going would be to pay larger dividends 
to stockholders, thus increasing the pur- 
chasing power of the recipients. 


What Next Demand? 


Second: While the full cost of present 
private pension plans is staggering, the 
future promises no relief. Present union 
contracts provide for the deduction of 
government pensions from the amount 
to be financed by industry. What will be 
the next demand of the unions? Will 
they insist that only one-half of the cost 
of government pensions be applied 
against industry financed pensions for 
the reason that, theoretically at least, 
one-half of the cost of government pen- 
sions is borne by the employe? Will 
this be followed later that no offset of 
government pensions be made against 
private pensions? 

Third: Until the cost of private pen- 
sion plans are fully covered by funding, 
they become more costly when they can 
be least afforded. With a recession of 
business and consequent unemployment, 
employees reaching retirement age will 
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accept the pension offered and thus put 
the burden on the employer when he 
can least afford it. 


Fourth: The constant increase in the 
annual earnings of wage earners will 
have the result in increasing future pen- 
sions as industrial pensions are gener- 
ally measured by the average earnings 
over the last ten years of employment. 
For example, it is predicted by promi- 
nent economists that at the rate wages 
have been rising, by 1980, the average 
annual wage per worker will exceed 
$8,000, as compared to approximately 
$3,500 today. Obviously, this will sub- 
stantially increase future pensions with 
increasing costs to industry. 

Fifth: Another phase of the pension 
question is the effect on the security 
market. Increase in pension benefits re- 
quires larger pension funds. Insurance 
companies are already having difficulty 
in investing policyholders’ premiums 
safely with a reasonable return. They 
have gone far afield in the last two or 
three years in purchasing properties of 
industry and leasing them back for a 
period of years. As pension trust funds 
become more numerous and larger, a 
new field of investment opens up. Per- 
haps the remedy will be the investment 
of a major part of these funds in gov- 
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ernment securities. The danger here lies 
in the encouragement of government 
deficit financing with all of its accom- 
panying evils. 


More Aged 


Sixth: The increase in the number of 
the total population sixty-five years of 
age and over will substantially increase 
future pension costs. In 1900, only about 
4% of the total population was over 
sixty-five years of age. Today, it is 
about 742‘, or eleven million people. 
In 1970, it is estimated to be 10%, or 
seventeen million people. What does 
this mean in terms of people of work- 
ing age per old person? In 1900, there 
was one person over sixty-five for each 
thirteen of working age. Today, it is 
one person for each eight of working 
age. In 1970, it is estimated there will 
be only 51% persons of working age to 
each persons over sixty-five years old. 
The more persons over sixty-five who 
do not produce, the heavier the burden 
on the producers. It may be that older 
people will remzin in productive posi- 
tions longer as a result of advancement 
in medical science. However, the pres- 
ent life expectancy of men sixty-five 
vears of age is now twelve years and 
fourteen years for women. An annuity 
of $100 per month for a man sixty-five 
years of age requires a capital sum of 
nearly $15,000. This sum, or its equiva- 
lent, must come from somewhere. It is 
the impression of Union members that 
inasmuch as pension provided by in- 
dustry are free there is nothing to worry 
about. This is far from the truth. Noth- 
ing of value in this world is free. 


However, despite all that has been 
said, I believe the American people are 
committed to the fundamental principle 
of Old Age Pensions. What proportion 
of the cost to be borne by industry, 
labor and government, is still to be 
determined. 


Security for old age can only be 
achieved by increased productivity ac- 
complished in part by technological im- 
provements and capital investment ac- 
companied by the removal of artificial 
restraints imposed by labor unions on 
production. Larger output with less cost 
will, in a large measure, contribute to 
alleviate the burden industry has taken 
upon itself in the form of free pension 
plans. 

Pension contributions made to gov- 
ernment or toward financing private 
plans, like wages, are an element of 
costs. If advanced too rapidly, they will 
be passed on in the form of increased 
prices resulting in diminishing purchas- 
ing power of the dollar. If the entire 
increased costs are borne by industry, 
they will result in an overload on busi- 
ness income with possible risk of break- 
down in the whole private pension sys- 
tem, and the general effect on business 
of discouragement of enterprise. slow- 
ing down of industrial progress and un- 
employment. 
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Profit Sharing Studies 


Two new studies, designed to furnish 
security dealers with basic information 
on how to assist employers in setting up 
profit sharing retirement plans for em- 
ployees, were recently completed — by 
the research division of W. L. Morgan 
& Co. of Philadelphia, national distribu- 


tors of Wellington Fund. 
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Pension Trust to Buy Network 

The pension trust of General Tire & 
Rubber Co. of Akron, through trustee 
First National Bank of that city, has 
purchased, subject to approval by the 
I'ederal Communications Commission, the 
Thomas S. Lee Enterprises which include 
a west coast radio and television net- 
work. The bid to the estate of the late 
Tommy Lee exceeds $12,000,000. 
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CURRENT LITERATURE NOTES 


ARTICLES 


Effect of Estate, Inheritance and Gift 
Taxes on Concentration of Business 
Enterprise 
EDWARD N. POLISHER. Dickinson Law Re- 
view, October. 

Closely held business interests are 
threatened by two related factors: the 
valuation placed upon them by the tax- 
ing authorities and the necessity for 
estate liquidity to meet the resulting tax 
and other death costs. These problems are 
the subject of this paper. Recognizing 
that, as a general rule, the tax obliga- 
tion creates “no mortal threat to con- 
tinuance of the business interest which 
cannot be parried,” the author goes on 
to outline certain procedures to meet that 
thrust, including gifts, agreements fixing 
valuation, business and personal life in- 
surance, the marital deduction, charitable 
foundations and optional valuation. 


Federal Tax Conference 
Taxes, December. 


Reprinted here are the proceedings of 
the third annual Federal Tax Conference 
held on November 1, 2 & 3 by the Uni- 
versity of Chicago School of Law. In- 
cluded are papers on: Inter Vivos Gifts 
in Estate Planning; Tax Problems of 
Revocable Trusts; Liquidating a Share- 
holder’s Interest in Closely Held Corpora- 
tion; and Disposition of Business Inter- 
ests at Death. 


Pension Plans — Check List for Ad- 
ministrators 

JULES J. JUSTIN. Harvard Business Review, 

November. 

Here is an extremely useful checklist 
designed for administrative purposes in 
general and for use at the bargaining 
table in particular. It sets forth some 
of the basic facts and applications of 
the law relating to negotiation of retire- 
ment plans; the kind of factual data 
needed by negotiators; possible areas of 
conflict between pension plan and basic 
collective bargaining agreement, etc. 


Trustor’s Right to Designate Con- 
trolling Law 


DELGER TROWBRIDGE. American Bar As- 
sociation Journal, November. 


This article would deserve attention 
even if for no other reason than that it 
represents one of the rare instances that 
a discussion of fiduciary law makes the 
pages of the august A.B.A. Journal. It 
merits consideration on its own, how- 
ever, because it deals very ably with the 
question whether a settlor may declare 
which state law shall govern the validity 
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and construction of an inter vivos trust. 
The author asserts that the modern rule 
is in the affirmative, with two major 
qualifications: public policy and connec- 
tion between the selected jurisdiction and 
the transaction. 


Ancient Rules and Modern Trusts 


Comment, University of Chicago Law Review, 
Autumn. 


Legislation limiting the use of private 
trusts to the support of incompetents, 
elderly dependents and minors is desir- 
able and would eliminate the rule against 
perpetuities. This ultimate conclusion is 
reached after a number of preliminary 
conclusions, among them that the rule 
— born in a day of landed estates — 
fails to serve any modern public policy 
and merely complicates drafting prob- 
lems; that in spite of the trend toward 
broader investment powers, the propor- 
tion of trust funds invested in speculative 
securities is still low; that essential risk 
capital must therefore be secured from 
other sources; the advantages of capable 
investment management may be obtained 
without making the manager a trustee. 


Estate Planning — Powers of Ap- 
pointment 


A. JAMES CASNER. Harvard Law Review, 
December 1950 


The author first examines the question 
whether powers of appointment should be 
created, and if so what type and how. 
He then considers whether powers, once 
created, should be exercised. The necess- 
ity of anticipating and treating tax and 
perpetuities problems is emphasized. 
Stress is laid throughout on the import- 
ance of phrasing the gift in default of 
appointment and the danger of a blanket 
exercise of powers. 


“I'll have to get Mr. Newcomb’s approval on this. 
He has to okay all large withdrawals!” 





Copyright 1950 Cartoons-of-the-Month 


Fiduciary Gains and Losses — An 
Income Tax Chameleon 


JOSEPH H. MURPHY. Tax Law Review, 
November. 


The taxation of capital gains of an 
estate or trust, since the 1942 amend- 
ments to Section 162 (b), requires clari- 
fication. An analysis of the divergent 
views as to the scope of the changes 
effected would indicate the desirability of 
applying a uniform rule to fiduciary dis- 
tributions — looking to the nature of 
the receipt in the hands of the fiduciary. 
Capital losses should likewise be treated 
realistically. 


The Drafting of Wills in Illinois 
University of Illinois Law Forum, Fall, 1950 


While this symposium is apparently 
localized, a great deal of the contents is 
applicable generally. The subjects in- 
clude: Mechanics of Drafting a Will, by 
J. G. Thomas; Provisions for Trusts and 
Powers of Appointment, by Austin Flem- 
ing; Distributive Provisions of Wills, 
by Roswell H. Chrisman; Executors and 
Trustees, by R. B. Mansfield; and Func- 
tions and Ethical Problems of the Law- 
yer in Drafting a Will, by John S. Miller. 


Effect of New Life Insurance on the 
Marital Deduction 


EDWIN H. WHITE, C. L. U. Journal, Decem- 
ber 1950 


The implications of the marital deduc- 
tion on life insurance are analyzed, with 
particular reference to the effects in con- 
junction with new insurance in favor of 
insured’s wife. If the husband has not 
taken full advantage of the deduction 
he may purchase insurance to double the 
amount of the unused deduction with no 
greater estate tax liability. It is desir- 
able, the author points out, to make ar- 
rangements where the wife predeceases 
him, such arrangements to be_ inde- 
pendent of the insured. The article also 
illustrates the consequences of cross in- 
surance by the spouses and making the 
children beneficiaries. 


Legal Aspects of Disclaimers of Life 
Insurance Proceeds for Marital De- 
duction Purposes 


GORDON S. MILLER. C. L. U. Journal, 
December 1950 


Disclaimer of life insurance proceeds 
does not appear to have been the subject 
of litigation. This article considers the 
attitude of the courts in non-insurance 
situations. The author discusses the ef- 
fects of dying with and without a will; 
the applicable principles where a set- 
tlement option is in force; rules govern- 
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| ing trusts. Specific provision for the 
possibility of disclaimer should be made 


in the estate plan. 


Meeting Life Insurance Tax Prob- 
lems 


WILLIAM J. BOWE. C. L. U. Journal, Decem- 
ber 1950 


After reviewing the rules for taxing 
life insurance in estates, the author deals 
largely with questions arising where one 
other than the insured owns the policy. 
These include the matter of indirect pay- 
ment of premiums, cross insurance, trans- 
fers for a valuable consideration and 
purchase of new policies. Under the third 
head he discusses the apportionment rule, 
contemplation of death, the Technical 
Changes Act of 1949, and the sale of 
policies. An outline for a general tax 
saving plan is offered. 


Avoiding Litigation Hazards arising 
from Survivorship Problems in 
Wills 


MERLE E. BRAKE. Brooklyn Law Review, 
December 1950 


Following a summary of common draft- 
ing faults and some cautions, the writer 
considers some survivorship problems of 
immediate testamentary gifts — in sever- 
alty, in common, joint, and class. Ques- 
tions involved in future bequests are 
dealt with under several classifications, 
only the first of which is published at 
this time; namely, where a remainder- 
man must survive the testator. 


Estate Analysis: Role of the Family 
Attorney 
JOHN A. APPLEMAN. American Bar Associa- 
tion Journal, December 1950 
Publication of this article in the 
Journal, which is ordinarily devoted to 
more esoteric subjects, echoes the author’s 
recognition that estate planning has be- 
come an important task and one for ex- 
perts. The conscientious lawyer can no 
| longer say to a client who wishes to make 
a will: “Fine, what do you want in your 
will?” The writer boldly states that the 
family attorney should recommend a 
qualified lawyer possessing the special 


skills required in considering the ele- 
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Complete Trust Service in GEORGIA 


through eleven offices in six cities 


THE CITIZENS & SOUTHERN 
NATIONAL BANK 


ments of estate planning outlined in the 
article. 


OTHER ARTICLES 


Descendibility of Remainder Interests 
in New York: Comment, Cornell Law 
Quarterly, Fall, 1950. 

Right of Surviving Spouse to Attack 
an Illusory Transfer — Totten Trusts: 
Comment, St. John’s Law Review, Dec. 
1950. 


1950 GRADUATE SCHOOL OF BANKING 
THESES* 


An Analysis of Common Trust Fund 
Enabling Acts 


JOHN WALLACE 


The Federal Reserve Board’s Regula- 
tion F, and the interpretations that the 
Board has placed on it, have been effec- 
tive in a practical sense since they have 
permitted a substantial growth in com- 
mon trust funds. The various state en- 
abling acts are analyzed and compared. 


Pennsylvania Fiduciaries Acting in 
Other States 


HERSCHEL E. SHORTLIDGE 


If a trust company desires to engage 
in trust business in other States or a 
customer of the institution residing in 
another State particularly wishes to han- 
dle the estate, the trust company should 
be permitted to so act where practicable, 
provided it meets the same requirements 
for doing business that are imposed on a 
local corporate fiduciary. The right of 
a non-resident executor, administrator, 
or guardian to exercise powers over the 
property of a non-resident decedent or 
ward in another purisdiction is reason- 
ably defined for the most part under the 
present state of law and practice. Ten 
States, including Pennsylvania, have al- 
ready enacted reciprocity statutes. 


Institutional Trust Service 
JOSEPH S. GUMPHER 


Observing the facts surrounding the 
endowment of a large charitable institu- 


*Available on loan from American Bankers As- 
sociation Library, 12 E. 36th St., New York 6. 





tion, which began very simply in 1909 
and now accommodates over 1,050 or- 
phaned and half-orphaned scholars, it 
is seen that though the trust estate is 
administered solely by a corporate fidu- 
ciary and that the charitable institution 
is operated by managers, these managers 
can be the same persons serving as direc- 
tors of the corporate fiduciary. But this 
type of trust estate is not likely to be 
considered by a donor, or encountered by 
a trustee again. 


Book 


Wage and Salary Administration 


Edited by JOSEPH DOOHER and VIVIENE 
MARQUIS. American Management Association, 
New York. 416 pp. $7.50 (AMA members, $5) 


This manual will be of particular im- 
portance to management in the present 
period of mobilization. In anticipation of 
wage problems certain to arise in the 
mounting emergency this integrated com- 
pilation of wage and salary administra- 
tion includes the experience of leading 
authorities in the field. It includes new 
research on wage surveys, contracts and 
job evaluation forms, as well as a most 
recent bibliography on the subject. How 
close to the problems of the banking and 
trust community is this book is suggested 
by the fact that three of the chapters 
were contributed by Edward N. Hay of 
the Pennsylvania Company for Banking 
and Trusts. 
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WHERE THERE'S A WILL 


EVANGELINE Cory BooTH, daughter of 
the founder of The Salvation Army and 
only woman ever to hold the post of 
international commander, declared in her 
will that the property which she was dis- 
pesing of was acquired “through savings 
and economies . . . with the chief pur- 
pose ... to make suitable recognition, 
through gifts or legacies, of the friend- 
ship, encouragement and devotion which 

. have helped me bear the burden 
which my lifetime service in The Salva- 
tion Army have imposed upon me.” 


In such recognition, she bequeathed a 
total of $13,000 to twelve persons, in- 
cluding a niece to whom General Booth 
appointed the principal of a trust fund 
over which she had a power of appoint- 
ment. She authorized her executors — 
United States Trust Co. of New York 
and a friend — to arrange for the com- 
pletion of her autobiography, all profits 
and royalties from this as well as any 
other writings to go to the Army, which 
is also given her home in Westchester 
with the “fondest wish” but not condition 
that it be used as a residence for retired 
and disabled officers. The residue of the 
estate is also bequeathed to The Salvation 
Army. 
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EARL C. SAMS, chairman of the board 
of J. C. Penney Co., the department store 
chain whose first store he helped open 
in Wyoming in 1907, took advantage of 
the marital deduction by executing a two- 
paragraph codicil to his pre-1948 will. 
The latter provided that his residuary 
estate was to be divided into two parts, 
the Lulu Ethel Sams Trust to consist of 
50% of the net but not less than 
$1,000,000, the other part to go to the 
Foundation bearing the decedent’s name. 
The net is to be determined (this is apart 
from the marital deduction, it should be 
noted) by ascertaining the value of prop- 
erty constituting the estate fixed in the 
Federal Estate Tax Proceedings and de- 
ducting the value of any property passing 
outside the will. From this gross is to 
be deducted the amount of debts, funeral 
and administration expenses and the 
commissions of the executor, Bankers 
Trust Co. of New York. If this resulting 
net estate is valued at $2,000,000 or less, 
all death taxes are to be paid out of the 
Foundation gift. If the figure is higher, 
so much of the taxes as will not reduce 
the trust below $1,000,000 is to be paid 
therefrom, the balance to come from the 
Foundation bequest. 


Mrs. Sams is to receive the income for 
life, plus such amounts from principal 
as the trust company — which is named 
trustee with two daughters — deems 
reasonable or necessary for her main- 
tenance and support or because of any 
emergency. The trust company is not 
required to take into consideration her 
individual estate. In the will, the re- 
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mainder on Mrs. Sams’ death was to have 


passed to the two daughters, but to 
qualify the trust for the marital deduc- 
tion the codicil provides that she may 
appoint the principal without limitation. 
The second paragraph of the codicil is 
the preamble for a default clause, the 
terms of which are set forth in the origin- 
al will. 


JULIUS S. RIPPEL, prominent New Jer- 
sey financier, left the bulk of his esti- 
mated $30 to $40 million dollar fortune 
to a foundation established in memory 
of his wife. After bequests of $100,000 
each to a nephew and three nieces, other 
legacies of $300,000 to named individuals, 
$200,000 for the care of the blind and 
$100,000 for local charitable institutions, 
Mr. Rippel gave the residue to the Fan- 
nie E. Rippel Foundation whose purposes 
are stated to be the relief and care of 
aged women, construction and mainten- 
ance of hospitals, and treatment and 
research in cancer and heart disease. The 
executors, a nephew and National State 
Bank of Newark, are authorized to re- 
tain the testator’s stock in the investment 
banking firm bearing his name. 


Insured for Half Million 


Joseph B. Ryan, scion of one of Amer- 
ica’s wealthiest families, had $500,000 of 
life insurance at the time he leaped to 
his death from a hotel window last Fall, 
it has been revealed in proceedings grant 
ing ancillary letters to the Pennsylvania 
Company for Banking and Trusts, Phiky 
delphia, named by the widow to adn 
ister the Pennsylvania estate. The 
ecedent, grandson of financial Thor 
Fortune Ryan, was a legal resident’ 
Canada. 
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TRUST PERSONNEL CHANGES 


ARIZONA 


Phoenix—Among promotions at VAL- 
LEY NATIONAL BANK, Roy C. Swingle was 
made an assistant trust officer, and An- 
drew P. Loper of the investment depart- 
ment was made assistant vice president. 


JALIFORNIA 


Los Angeles—-CALIFORNIA TRUST Co. 
has elected L. M. Eckert as trust officer, 
Hoyt Mitchell and G. H. Zimmer as as- 
sistant trust officers. Mr. Eckert prac- 
ticed law in St. Louis and was engaged 
in trust business in Beverly Hills from 
1939 to 1945; before coming with Cali- 
fornia Trust last April he was asso- 
ciated with Vanguard Films, Inc. (Selz- 
nick Studio). Mr. Mitchell was formerly 
trust officer with Whittier National Trust 
and Savings Bank, recently acquired by 
California Bank. 

San Francisco—Albert W. Smith has 
been promoted to trust officer, Basil C. 
Pearce and Albert J. Whistle made as- 
sistant secretaries in the trust depart- 
ment of AMERICAN TRUST Co. 


CONNECTICUT 
Hartford—Clarence H. Gustafson was 
made assistant trust officer at PHOENIX 
STATE BANK & TRUST Co. 
Waterbury—C. Rodney Kleinhans, who 
has been acting trust officer since the 
death of Robert S. Walker last April, has 
been elected vice president and trust of- 
ficer of COLONIAL Trust Co. Before join- 
ing the Trust Company in 1949, Mr. 
Kleinhans was for several years a prac- 
ticing lawyer in New York, where he 
specialized in the estate, trust and cor- 
porate law fields. 


DISTRICT OF COLUMBIA 


Washington — AMERICAN SECURITY & 
Trust Co. elected Cheyney, 
Henry E. Foulds, Malvern F. Morse and 
Alfred T. Souder assistant trust officers. 
A member of the Bar, Mr. Cheyney join- 
ed American Security in 1934 and was 
transferred to the investment unit of the 
trust department in 1941. Mr. Foulds, 
as is Mr. Cheyney, is a graduate of 
National University Law School, and 
has served the Company in various capac- 
ities since 1932. Mr. Souder, a graduate 
of Southeastern University Law School, 
became associated with American Secur- 
ity in 1921. Mr. Morse is a graduate of 
Princeton University, and has been with 
the Company since 1933. 


Jesse S. 


ILLINOIS 


Chicago — At EXCHANGE NATIONAL 
BANK Bernard J. Beazley has been ap- 
pointed assistant trust officer, and Irv- 
ing Buyer named to the trust staff. 
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Chicago — Tim- 
othy S. Kiley, for- 
merly trust coun- 
sel, has been elected 
vice president and 
trust counsel of 
HARRIS TRUST & 
SAVINGS BANK. Al- 
so in the trust de- 
partment, Albert 
T. Erickson and 
Henry L. Parker, former secretaries, 
were made assistant vice presidents. A 
graduate of Kent College of Law, Mr. 
Kiley joined the bank in 1924, since which 
time he has been in the trust department. 
He is also a graduate of the American 
Bankers Association Graduate School of 
Banking. 


T. S. KILEY 


Chicago—Gene W. Brandon became an 
trust officer of LASALLE Na- 
TIONAL BANK, having been in the trust 
department since 1929. 


assistant 


Evanston—STATE BANK & TRUST Co. 
promoted Norman L. Leslie to assistant 
trust officer and assistant secretary. 


MARYLAND 


Baltimore -— BALTIMORE NATIONAL 
BANK advanced John H. Croker to vice 
president and trust officer. Starting as 
statistician in 1935, he was made as- 
sistant trust officer in 1940, and in 1947 
promoted to trust officer. 


MASSACHUSETTS 


Boston—Francis W. Capper, Jr., has 
been appointed assistant secretary, and 
Frederick L. Weston made assistant tax 
officer, at BoSTON SAFE DEPOSIT & TRUST 
Co. 


3oston—F rank T. Bigelow has resign- 
ed as vice president and trust officer at 
Day Trust Co. to accept a position with 
Everett Harris & Company, investment 
counsel firm in Los Angeles. 


Boston—Walter E. Borden was ap- 
pointed senior vice president and general 
manager of NATIONAL SHAWMUT BANK. 
He will serve as chief executive officer of 
the bank under Walter S. Bucklin, pres- 
ident. A graduate of the United States 
Naval Academy, Mr. Borden served with 
the Navy from 1912 to 1920. Following 
this he went into engineering and built 
the Caribbean Sugar Company plant in 
Cuba, of which he is now president and 
treasurer. He has been with Shawmut 
since 1928. 

Raymond N. Olsen was appointed an 
assistant vice president in the trust de- 
partment. 


MICHIGAN 


Detroit — Alexander E. LaPointe 





has been named 
vice president and 
trust officer of 
MANUFACTURERS 
NATIONAL BANK, 
specializing in 
trust administra- 
tive and investment 
work. Mr. LaPointe 
formerly was in 
charge of the trust 
and investment departments of Title 
Guarantee & Trust Co., New York, be- 
fore it discontinued its trust business last 
July. 

Grand Rapids — MICHIGAN NATIONAL 
BANK elected as assistant trust officers, 
John H. Uhl, James R. Terpstra and 
Lester L. Kimmel; advanced Francis P. 
Slattery from assistant vice president to 
vice president, in the new business and 
public relations department. 


St. Johns — William M. Luecht ad- 
vanced from cashier and trust officer to 
the newly created post of executive vice 
president, at St. JOHNS NATIONAL BANK. 





A. E. LAPOINTE 


MISSOURI 


St. Louis—Promotions at MANUFAC- 
TURERS BANK & Trust Co. include Hugh 
B. Rose, from secretary and trust officer 
to vice president and trust officer. 


NEW JERSEY 

= Elizabeth—Har- 
ry C. Foehl has 
been advanced to 
vice president and 
trust officer in 
charge of the trust 
department of UN- 
ION COUNTY TRUST 
Co., succeed- 
ing Robert S. Doug- 
las, recently re- 
tired. Mr. Foehl has been with the bank 
since 1945 as assistant trust officer, and 
held a similar position with the Ruther- 
ford National Bank for more than 20 
years. He is a graduate of American 
Bankers Association Graduate School of 
Banking. 

Newark—FEDERAL TRUST Co. elected 
Leo E. Leichter an assistant vice pres- 
ident. He was formerly assistant trust 
officer, and has been with the company 
since 1918 in the new business depart- 
ment. John J. Fay, Jr., and George V. 
Gilmartin were named trust officers. 


Newark—FIDELITY UNION TRUST Co. 
promoted I. Roger Stevens, Jr., to trust 
officer, and named Douglas C. Wright and 
Elliott W. Sparkes assistant trust of- 
ficers and assistant secretaries. 





HARRY C,. FOEHL 


NEW YORK 
New York—At CHASE NATIONAL BANK, 
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Patrick J. James and Paul A. McManus 
have been advanced to second vice pres- 
idents, both in the investment division 
of the trust department. 


New York—Election of Isaac B. Grain- 
ger and Gilbert H. Perkins to the newly 
created positions of executive vice pres- 
ident of CHEMICAL BANK & TRUST Co. 
has been announced. Mr. Grainger, who 
prior to joining Chemical in 1943 was 
president of the Montclair (N. J.) Trust 
Co., has supervision over the bank’s in- 
vestments and its business in the finan- 
cial district. As chairman of the manage- 
ment committee, he has charge of the 
general operating and personnel divi- 
sions. Mr. Perkins has spent his entire 
business career with Chemical Bank, 
starting as an office boy in 1913 and serv- 
ing in almost every department. He has 
jurisdiction over all of the out-of-town 
business of the bank. 


New York—Trust department promo- 
tions at CENTRAL HANOVER BANK & 
Trust Co. were: W. T. Richmond, from 





CRAIG R. SMITH 


W. T. RICHMOND 


assistant vice president in personal trust 
to vice president; Edward C. Reuter, 
from assistant secretary in personal trust 
to assistant vice president. 


Craig R. Smith, assistant vice pres- 
ident, formerly in charge of public rela- 
tions and advertising, is now devoting 
his entire time to the bank’s philan- 
thropic service department, a unique Cen- 
tral Hanover service in which he has 
been interested for years. It includes the 
bank’s library of philanthropic informa- 
tion, its institutional department which 
manages investments and keeps books for 
many hospitals, churches, colleges and 
foundations, and the bank’s philanthropic 
counseling service. 


New York — Harold Bottenus was 
named an assistant vice president of 
City BANK FARMERS TRUST Co. 


New York—GUARANTY TRUST Co. made 





ARRY W. KNUDSEN ERNEST L. COLEGROVE 
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the following promotions in its trust de- 
partment: Ernest L. Colegrove and Har- 
ry W. Knudsen to vice presidents; Wil- 
liam McK. Lewis and J. Arthur McKaig 
to second vice presidents; Walter F. 
Dater, Don C. Kreger and Richard M. 
Wilcox, to trust officers; Winfield 
Bonynge, Jr., and Francis F. Pickslay, 
Jr., assistant trust officers. 


Rochester—Promoted assistant trust 
officers at LINCOLN ROCHERTER TRUST Co. 
were Wilmot R. Craig, to vice president 





RAYMOND H. SCHLEGEL 


WILMOT R. CRAIG 


and associate trust officer, and Raymond 
H. Schlegel, to vice president and man- 
ager of the stock transfer department. 
Mr. Craig joined the bank 15 years ago, 
and is a graduate of the American 
Bankers Association Graduate School of 
Banking. Mr. Schlegel has been with the 
bank over 35 years, since 1922 as man- 
ager of the stock transfer department 
which serves as agent for 25 local corpo- 
rations including Eastman Kodak Co. 

Rochester—William H. Stackel, vice 
president and trust officer of SECURITY 
Trust Co., becomes senior vice president. 
Schuyler C. Wells, Jr., who has been vice 
president, now becomes also a trust offi- 
cer. Mr. Stackel has been with the bank 
since 1902; Mr. Wells since 1930. 


NORTH CAROLINA 


Charlotte—C. W. McGriff, assistant 
secretary, and Edwin V. Mack, assistant 





all 


EDWIN V. MACK 





Cc. W. McGrRIFF 


trust officer, have been advanced to as- 
sociate trust officers at AMERICAN TRUST 
Co. Mr. McGriff, who retains the title as- 
sistant secretary, joined the bank in 1936, 
and is a graduate of the American Bank- 
ers Association Graduate School of Bank- 
ing. Mr. Mack received an LL.B. degree 
from Duke University Law School in 
1941, and became associated with Amer- 
ican Trust in 1946. He has been active 
in the North Carolina Bankers Associa- 
tion, serving as chairman of the publica- 
tions committee of the Trust Section for 


1949-1950, and is editor of the trust de- 
velopment section of the “Bulletin” of 
the Financial Public Relations Assn. 


Asheville & Salisbury—Murray A. Mil- 
ler, assistant trust officer, WACHOVIA 
BANK & TrRustT Co., has been transferred 
from the Salisbury branch to Asheville, 
Karl H. Clauset replacing him in the 
same position at Salisbury. 


PENNSYLVANIA 


Harrisburg—DAUPHIN DEPOSIT TRUST 
Co. advanced Edward M. Green from 
assistant trust officer to trust officer and 
elected him also an assistant vice pres- 
ident. Mr. Green, whose service dates 
from 1929, is a vice president of the Har- 
risburg Hospital board, a trustee of Wil- 
son College, and a church trustee. 

Philadelphia—Former assistant trust 
officers at CORN EXCHANGE NATIONAL 
BANK & TrRusT Co. promoted to the fol- 
lowing positions: trust officer— Frank O, 
Walther and William J. Ramage; trust 
investment officer—Harry C. Selheimer. 

Philadelphia—Frederick C. Elkins and 
Charles F. Gourley have been promoted 
to trust investment officers at FIDELITY- 
PHILADELPHIA TRUST Co.; John A. Cost, 
to assistant trust operations officer. 

Philadelphia—Nelson D. Warwick, as- 
sistant trust officer, has been made a 
trust officer at First NATIONAL BANK. 
He is a graduate of the University of 
Pennsylvania Law School class of 1940, 
and served as a Major during World 
War II. 

Philadelphia—GrrarD Trust Co. elect- 
ed the following assistant vice pres- 
idents: F. W. Elliott Farr, in Trust In- 
vestments; G. Odell Fletcher, Family 
Business Section; G. Randle Grimes and 
John W. Woerner, Trust Administration; 
William O. Master and J. Kent Willing, 
Jr., Investment Advisory Section; Rob- 
ert H. Wilson, Public Relations and Bus- 
iness Development. Other changes were: 
Allen M. Terrell, promoted to trust in- 
vestments officer; Walter C. Baker, Paul 
B. Branin, S. David Hart and H. E. 
Shortlidge advanced to trust officers; and 
John T. Chew and Frederic J. Mainwar- 
ing, assistant trust officers. 


Pittsburgh—tTrust officer Donald C. 
England has been elected a vice president, 
at FIDELITY TRUST Co. Mr. England has 
been with the bank since 1930, and a trust 
officer since 1937. 


Pittsburgh—New trust officers at MEL- 
LON NATIONAL BANK & TRUST Co. are: 
George B. Berger, Jr., L. Van Leer 
Brown, Jr., William E. Magee, Cleveland 
D. Rea, Carl W. Slack and Clarence A. 
Wanamaker, Jr. Assistant secretaries in 
the trust department are: Clyde Barnett, 
Arch S. Jeffery and Stewart Morgan. 

Pittsburgh—William J. Copeland has 
advanced from assistant trust officer to 
trust officer, Fourth Avenue office of 
PEOPLES FIRST NATIONAL BANK & TRUST 
Co. 


TRUSTS AND ESTATES 


elec 
add 
spor 
Pur 
193: 
ser 
trus 
the 

nar 
wid 


Co., 
beer 


TRU 
reta 
pres 
secr 
of a 
pens 
trea 
Cat! 
cers 
reta 


tral 
Pres 
tr 


V.P. 
tri 
Sec.- 


JANt 


, de- 
” of 


Mil- 
OVIA 
rred 
ville, 

the 


RUST 
‘rom 

and 
yres- 
lates 
Har- 
Wil- 


rust 
NAL 
fol- 
k O, 
rust 
ier. 
and 
oted 
JAITY- 
ost, 


, ase 
le a 
AN K. 
y of 
940, 
‘orld 


lect- 
yres- 
; In- 
mily 
and 
‘ion; 
ling, 
Rob- 
Bus- 
ere: 


Paul 
E. 
and 
war- 


lent, 
has 
rust 


MEL- 
are: 
Leer 
land 
e A. 
s in 
nett, 


has 
r to 
> of 
RUST 


ATES 


TENNESSEE 


Nashville — THIRD NATIONAL BANK 
elected G. A. Puryear a vice president in 
addition to trust officer; John A. Wither- 
spoon advanced to vice president. Mr. 
Puryear has been with the bank since 
1932, as trust officer since 1946. He will 
serve as a member and secretary of the 
trust committee. Mr. Witherspoon joined 
the bank last January, and in May was 
named trust officer. Previously, he was 
widely known in the insurance field. 


WISCONSIN 


Madison—At MADISON BANK & TRUST 
Co., John H. Shields, an attorney, has 
been made a trust officer. 


Milwaukee—At the First WISCONSIN 
TrusT Co., John W. Nuzum, formerly sec- 
retary and treasurer, has been made vice 
president; Arthur H. Brunkow named 
secretary as well as trust officer in charge 
of administration of personal trusts and 
pension trusts; Elmer L. Finger elected 
treasurer; Harold G. Wines and Miss 
Catherine B. Cleary, named trust offi- 
cers; Roy T. Davis made assistant sec- 
retary. 


EMPLOYMENT EXCHANGE 


(Address Trusts and Estates) 





Large Chicago loop baink is seeking 
years experience for position in trust 
investment, managing account portfolios. 
Code 1-1. 


Younger trust official, personable and 
experienced in new business and estate 
analysis, as well as administrative work 
including common trust fund operations, 
would like to become associated with a 
Canadian trust company. Code 1-2. 

Well rounded trust official with excel- 
lent and extensive record in both new 
business and administration, seeks con- 
nection with Connecticut trust depart- 
ment. Code 1-3. 

Assistant trust officer with general 
knowledge of all trust operations, wanted 
by Minnesota bank with view to ulti- 
mately heading trust department. Code 
12A. 

Mid-western trust department seeks 
younger man with some trust experience 
and legal training for administrative 
and new business work. Salary com- 
mensurate with ability and experience. 
Code 12-2. 

A A A 
McHenry Heads Trust Group 

Associated Trust Companies of Cen- 
tral California elected the following: 
Pres.: Merl McHenry, vice president and 

trust officer, Bank of America, San 

Francisco 
V.P.: D. L. Anderson, vice president and 

trust officer, Central Bank of Oakland 
Sec.-Tr.: David J. Barry, trust officer, 

Hibernia Bank, San Francisco 


January 1951 


MERGERS and 
TRUST POWERS GRANTED 


Bridgeport & Shelton, Conn.—Merger 
of the SHELTON TrusT Co. with FIRstT 
NATIONAL BANK & TRUST Co., Bridge- 
port, became effective December 2 under 
the name and charter of the Bridgeport 
bank. 


Pittsburgh, Pa.— FARMERS DEPOSIT Na- 
TIONAL BANK was absorbed by MELLON 
NATIONAL BANK & TrRusT Co., effective 
December first, as previously reported 
Nov. ’50 T&E, p. 796. 


Alaska—NATIONAL BANK OF ALASKA 
IN ANCHORAGE has been granted trust 
powers under the Federal Reserve Act, 
effective November 1, 1950. 





IN MEMORIAM 


CHARLES F. ELLERY, vice president of 
FIDELITY UNION TrusT Co., Newark, N. 
J., inactive for the past three years be- 
cause of ill health; he was in charge of 
real estate and mortgage investment 
sections of the trust department, as well 
as that of the bank. 


CHARLES K. MCINTOSH, retired chair- 
man of the board of BANK OF CALIFORNIA, 
N.A., San Francisco, and charter mem- 
ber of the Board of Directors of the local 
Federal Reserve Bank. 


C. STEVENSON NEWHALL, chairman of 
the board of the PENNSYLVANIA COMPANY 
For BANKING AND TRUSTS, Philadelphia, 
and its president from 1934 until 1938. 


Detroit Trust Celebrates Golden Anniversary 


When the Detroit Trust Company 
started, fifty years ago, there was a staff 
of three or four persons. They occupied 
a single room in a small building in the 
city’s downtown section. On December 
8, 1950, the company’s golden anniver- 
sary, there was a staff of nearly 400, 
occupying all three floors of the com- 
pany’s impressive building with 140 
foot street frontage in Detroit’s financial 
center. Officers of the company average 
more than 25 years of service and 64% 
of the staff have been with the institution 
for more than 16 years. 

To celebrate its fiftieth anniversary 
a dramatic radio broadcast highlighted 
the history of the city since the turn of 
the century. The current issue of D.T.C. 
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Quarterly, in its customary handsome 
style, similarly was largely devoted to 
tracing the progress of the organization 
from the days when Alexander (Sandy) 
McPherson, president, announced to the 
directors that “the Detroit Trust Com- 
pany is now definitely under way” with 
paid in capital of $1 million, through 
the handling of the Dodge Brothers sale 
and its single check for $146 million, to 
the present when President Selden B. 
Daume, can state that the earnings for 
the year are about equal to the entire 
paid in capital when the company start- 


ed. 


Today trust resources are estimated 
to be in the neighborhood of a billion 
dollars. 







As Detroit Trust starts its second half century its trusts and trust accounts own bonds, 

preferred and common stocks of public utility companies in practically every major city 

in the country, as well as many small towns and rural areas. Dots on the above map 

show centers of service areas of the principal holdings. Also shown, in figures, is the 
number of different issues of municipal bonds held in the various states. 
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NEW LOOK IN FINANCIAL HOMES 





A striking departure from the traditional conception of a chilly financial institution 
is this conference room of the Fidelity Trust Co., Pittsburgh. With surroundings that do 
not intrude with their formality, Fidelity finds this homelike atmosphere invites the 


free discussion vital to clear planning and sound decisions. 





BRIEFS 


Kansas City, Mo.—Edward M. Cox, 
vice president and trust officer of FIRST 
NATIONAL BANK, has been elected to the 
board of trustees of Westminster College, 
Fulton, Mo. 


Columbus, Ohio—Robert T. Crew, vice 
president of OHIO NATIONAL BANK, was 
elected a lifetime member of the board 
of trustees of Washington and Jefferson 
University. He formerly was a trustee 
emeritus. 

Toledo, Ohio—Thomas H. Kiley, vice 
president and trust officer, On10 CITI- 
ZENS TRUST Co. has become president of 
the Toledo Kiwanis Club for 1951. 


17 


Rapport Gets New 
Association Post 


Richard Rapport 
has resigned as 
Bank Commission- 
er to accept the Ex- 
ecutive Manager- 
ship of the Con- 
necticut Bankers 
Association, the 
first such full-time 
post for the organ- 
ization. The new 
offices of the Association will be located 
in the Hartford National Bank Building, 
36 Pearl Street, Hartford. 





RICHARD RAPPORT 


OFFICES 


to serve you in and around 


Rochester, N. Y. 


LINCOLN ROCHESTER 


TRUST COMPANY 
Rochester 3, N. Y. 


Member Federal Deposit Insurance Corporation 
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Member Federal Reserve System 





A.B.A. Trust Division 
Committee Chairmen Named 


President Raymond H. Trott of the 
Trust Division, American Bankers Asso- 
ciation, has named the following commit 
tee chairmen for the current year: 
Common Trust Funds: A. W. Whittlesey; 

vice president, The Pennsylvania Com- 

pany for Banking and Trusts, Phila- 
dtlphia 
Corporate Trust Activities: Carl E, 
Buckley, vice president, Chase National 
Bank, New York 


. . ‘ ‘ P 
Costs and Charges: William G. Cleaver, 


vice president and trust officer, First 
National Bank & Trust Co., New 
Haven, Conn. 

Employees’ Trusts: Carlysle A. Bethel, 
Wachovia Bank & Trust Co., Winston- 
Salem, N. C. 

Fiduciary Legislation: Paul C. Wagner, 
vice president, Fidelity-Philadelphia 
Trust Co., Philadelphia 

for Trust 
George C. Robinson, trust operations 
officer, Fidelity-Philadelphia Trust Co., 
Philadelphia 

Relations with the Bar: Leon M. Little, 
vice president, New England Trust Co., 
Boston 

Relations with Life Underwriters: Tho- 
burn Mills, vice president, National 
City Bank, Cleveland 

Relations with Supervisory Authorities: 
James W. Allison, director, Equitable 
Trust Co., Wilmington, Del. 

Taxation: William FE. 
president and trust 
Trust Co., Cincinnati 

Trust Information: Earl 
vice president, Irving Trust Co., 
York 

Trust Investments: Phillip P. Nolte, vice 
president, First Wisconsin Trust Co., 
Milwaukee 

Trust Personnel: Walter Kennedy, presi- 
dent, First National Bank, Montgom- 
ery, Ala. 


Trust Policies: 


Operations Departments: 


Anderson, vice 
officer, Central 


S. MacNeill, 
New 


M. W. Lowell, vice presi- 


dent, Continental Illinois National 
Bank & Trust Co., Chicago 
A A A 


Cook County Fiduciaries Elect 

Cook County Corporate Fiduciary As- 
sociation (in existence overy twenty 
years) elected the following officers for 
1951: 


Pres.: Clarence Preiss, assistant vice 


president and trust officer, Oak Park 
Trust & Savings Bank 
Vice Pres.: Milton Olson, assistant 


trust officer, Mutual National Bank of 
Chicago 

Secy-Treas.: William B. Higginbotham, 
vice president and trust officer, South 


Chicago Savings Bank 
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Continental Illinois National Bank 


and Trust Company of Chicago 


BOARD OF DIRECTORS 


WALTER J. CUMMINGS 


Chairman 


J. Q. ADAMS 


Real Estate 


CARL A. BIRDSALL 


President 


CHAUNCEY B. BORLAND 
Managing Owner, Borland Properties 


CHAMP CARRY 


President, Pullman Incorporated 


D. A. CRAWFORD 


Chairman, Finance Committee, 
Pullman Incorporated 


EDWARD A. CUDAHY 
Chairman of the Board, The Cudahy Packing 
Company 


JOHN F. CUNEO 


President, The Cuneo Press, Inc. 


MARSHALL FIELD 


President, Field Enterprises, Inc. 


LAWRENCE P. FISHER 

Director, General Motors Corporation 
CHARLES Y. FREEMAN 

Chairman, Commonwealth Edison Company 


JAMES R. LEAVELL 
Banker 


WILLIAM H. MITCHELL 

Partner, Mitchell, Hutchins & Co. 

A. W. PEAKE 

President, Standard Oil Company (Indiana) 
H. A. SCANDRETT 


Railroad Executive, retired 


JUDSON F. STONE 
McCormick Estates 
FRANK F. TAYLOR 
Vice President 

HERMAN WALDECK 
Executive Vice President 

R. L. WILLIAMS 


President, Chicago and North Western 
Railway System 


CHARLES D. WIMAN 


President, Deere & Company 


Statement of Condition, December 31, 1950 


RESOURCES 
Cash and Due from Banks........... $ 721,308,083.71 
United States Government Obligations. 1,191,263,344.55 
Other Bonds and Securities.......... 144,436,602.01 
Loans and Discounts............. ... 511,417,393.84 
Stock in Federal Reserve Bank........ 4,800,000.00 
Customers’ Liability on Acceptances... 1,358,351.74 
Income Accrued but Not Collected. ... 7,256,679.05 
Te Tere rT Te 9,300,000.00 
$2,591,140,454.90 

LIABILITIES 
RS is éntitardasses oo sccccce cas) 0y445,25180 
EE. 5. vie ctbiovinaedacceh aa 1,373,697.79 
Reserve for Taxes, Interest, and Expenses 9,392,323.68 
Reserve for Contingencies............ 18,108,040.57 
Income Collected but Not Earned..... 695,131.91 
Capital Stock (1,800,000 shares. Par value $3314) 60,000,000.00 
cu, anne buabiaeteiatad 100,000,000.00 
Undivided Profits ...... ere eT 23,128,009.15 


$2,591,140,454.90 


United States Government Obligations carried at $208,869,155.42 
are pledged to secure public and trust deposits and for other 
purposes as required or permitted by law 


Member Federal Deposit Insurance Corporation 


WHEN YOU BUY OR SELL U. S. GOVERNMENT OR MUNICIPAL SECURITIES— 


We invite you to use the complete facilities of the Continental Illinois Bank. Our facilities include a 


substantial trading position in these securities and private wires to the principal banking centers. 


You will be served by specialists with long experience in the securities field. 


January 1951 
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INCOME TAX 


Transferee may not deduct income tax 
paid by her on income of transferor. Tax 
payer was residual legatee under will of 
husband who died in 1942, a resident of 
California. Final distribution was made 
in 1944. State income tax for 1943 was 
paid in 1944 and taxpayer claimed de- 
duction on her Federal income tax re- 
turn for 1944. Commissioner disallowed 
deduction on ground that tax was im- 
posed on fiduciary. 

HELD: Taxpayer was not entitled to 
deduction since no obligation as to taxes 
was imposed on her with respect to in- 
come of her deceased husband’s estate. 
Section 23(c)(1) of Code allows a de- 
duction for taxes paid within taxable 
year. Taxes are deductible only by tax- 
payer upon whom taxes were imposed, 
or who owned property upon which they 
were imposed. This was not a tax on 
property but upon income of different 
taxpayer. Since she was not entitled to 
income she was not entitled to deduction. 

Taxpayer claimed she was liable for 
income tax on estate as legatee or trans- 
feree. However, transferee is liable only 
to extent of value of property received 
from transferor, for obligations includ- 
ing taxes. Here transferred funds were 
used to satisfy obligation of transferor 
for which the transferee was not liable. 
Goldberg v. Comm., 15 T.C. No. 90, Nov. 
24, 1950. 


Redemption of stockhoidings of dece- 
dent in corporation not tantamount to 
taxable dividend. In 1943 the Searle and 
Chapin Lumber Co. acquired 201 shares 
of its capital stock, which was owned by 
Estate of Ira F. Searle, incompetent, 19 
shares owned by his wife, and 201 shares 
owned by Estate of I. G. Chapin, de- 
ceased. Purpose of purchase was to li- 
quidate indebtedness of these stockhold- 
ers to corporation. Commissioner con- 
tended that transactions did not repre- 
sent sales, as they purported to be, but 
were in fact redemptions of stock at such 
time and in such manner as to be “essen- 
tially equivalent to the distribution of 
taxable dividends” under Section 115(g) 
of Code. 


HELD: Transactions represented sales 
to corporation rather than redemption of 
stock “pro rata among all of the share- 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


holders,” one of characteristics of divi- 
dend and one of tests mentioned in reg- 
ulations. Facts accentuate lack of a pro 
rata redemption among all of stockhold- 
ers. Tax Court saw no merit in Commis- 
sioner’s contention that transactions 
merely reduced shares owned by each 
family from 500 to 280, thereby leaving 
proportional ownership of two families 
the same, and that this constituted pro 
rata distribution. Ownership of stock 
vests in individual who owns it, and not 
in family to which it belongs. Transac- 
tions were bona fide sales made for 
purpose of liquidating indebtedness of 
stockholders to corporation. Est. of 
Searle v. Comm., Est. of Chapin v. 
Comm., T.C. Memo, Oct. 31, 1950. 


Capital gains which became part of 
principal of charitable trust deductible 
from gross income. Decedent’s will pro- 
vided that capital gains were to become 
part of principal of trust which was to 
go to residuary charitable beneficiary. 
For 1942, 1943 and 1945, trustee had 
capital gains on which tax was paid. 
Subsequently, claim for refund was filed 
on ground that, since such income was 
permanently set aside for charitable 
purposes, it was deductible from gross 
income, and not subject to tax. 


HELD: Refund granted. All capital 
gains which were realized by estate were 
properly added to principal which, under 
terms of will, was to devolve to residu- 
ary beneficiary. Since such capital gains 
were permanently set aside to be used 
exclusively for charitable purposes, un- 
der provisions of Section 162(a) and 23 
(o) of Code, they were deductible. Toledo 
Trust Co. v. United States, U. S. Dist. 
Ct., No. Dist., Ohio, Nov. 9, 1950. 


Transferee of assets liable for unpaid 
income taxes. Taxpayer was widow of 
intestate who at time of his death was 
owner of practically all stock of ware- 
house company. It was liquidated and 
after payment of certain debts and 
claims, taxpayer received balance. At 
time of this distribution, company was 
indebted to United States for unpaid 
income and declared value excess profits 
tax. As result of distributions, company 
was left without assets. Commissioner 


proposed transferee liability against tax- 
payer, under Section 311(a) (2) of Code. 


HELD: Taxpayer was liable as trans- 
feree. Income received by administrator 
upon liquidation of company constituted 
trust fund; first, for benefit of creditors 


of corporation; and secondly, for owner } 


of stock. Thus estate or administrator 
had right only to such excess assets as 
might remain after payment of debts. 
Since distribution to taxpayer was with- 
out consideration and left company with- 
out funds to meet indebtedness, and 
since such distribution was in excess of 
amount of unpaid taxes, taxpayer is li- 
able as transferee for taxes. Administra- 
tor was personally liable under Sections 
3466 and 3467. McKnight v. Comm., 15 
T.C. No. 95, Nov. 28, 1950. 


Income of trusts payable to husband 
and wife according to their “respective 
needs” not taxable to wife alone. Taxpay- 
er was trustee and beneficiary of four 
identical, irrevocable trusts created by 
husband. On his death principal of each 
trust was to be paid to such persons as 
husband appointed by deed or will. Dur- 
ing existence of trusts taxpayer-trustee 
distributed some income to husband in 
accordance with discretionary direction 
in trust agreements, and some income to 
herself, to meet their “respective needs.” 
Commissioner contended that this clause 
gave trustee such unfettered command 
of income from trust that she was free 
to elect to have it distributed to herself, 
and was therefore liable for Federal in- 
come tax. Tax Court sustained Commis- 
sioner, concluding that she could not 
escape taxation without showing that 
she could have been compelled by a court 
to give income to her husband. 


HELD: Taxpayer was not endowed 
under trust instruments with such un- 
fettered command that income therefrom 
became, for all intents and purposes, her 
own money. Funk v. Comm., C.A.—3, 
Nov. 16, 1950. 


ESTATE TAX 


Life estate of widow in income of trust . 


includible in gross estate where a rever- 
sionary interest in trust was in excess 
of 5 per cent of corpus. Decedent created 
trust in 1929 when he was 58 and in 
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good health. Income was to be paid to 
him during his life and thereafter to 
his wife during her life. A bank was 
named trustee. Trust could be terminated 
by wife at any time or if trustee re- 
signed or if grantor and wife both died 
during life of trust. If trust terminated 
during grantor’s lifetime, principal 
would revert to him, but if after his 
death, it would go to named charities. 
Commissioner included value of life 
estate of widow in gross estate on ground 
it was transfer intended to take effect 
at death. 


HELD: For Commissioner. Transfer 
of life estate of wife was transfer which 
took effect in possession or enjoyment at 
the death of the decedent within Hallock 
rule, because his death removed possi- 
bility that her interest might be de- 
feated, and allowed it to ripen into en- 
joyment. Further, trustee had written 
to grantor on day trust was created, 
offering to resign upon request of grant- 
or, any time after death of wife. Thus 
there was a possibility that property 
would return to grantor within mean- 
ing of Section 811(c) (2) of Code. There 
was no evidence that this possibility 
could not be valued, or that its value 
immediately before decedent’s death did 
not exceed 5 per cent of value of prop- 
erty transferred. Taxpayer had burden 
of proof. Court assumed that value did 
exceed necessary 5 per cent. Estate of 
Slade, 15 T.C. No. 98, Nov. 29, 1950. 


Where wife acquired interest in joint- 
ly held property, with income and profits 
from gifts made by husband, only one- 
half property includible in husband’s 
estate. Decedent was joint owner with 
wife of property valued at $201,709. 
Commissioner determined that entire 
value should be included in his gross 
estate on ground that no part thereof 
had been shown to have belonged origi- 
nally to wife. Decedent had from time 
to time made gifts to his wife which 
through successive investments and re- 
investments had been transmitted into 
other property. Estate brought suit for 
refund. District Court held that profits 
and income from gift property were not 
acquired from decedent within meaning 


f Section 811(e) of Code, and granted re- 


fund. 


HELD: Affirmed. Profits on resale of 
property given to and thereafter owned 
by wife, dividends on stock, rental from 
real estate and interest on bonds, which 
provided the source of money contribu- 
ted by wife to jointly held property, 
were her own income. Such profits and 
income were received by her when she 
held full title to the property which pro- 
duced them. They were not received or 


acquired by her from her husband with- 


in meaning of Section 811(e). Contrar- 
ily, they constituted accumulated income 
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from property “separately owned” by 
her. Harvey v. Comm., C.A.—7, Nov. 30, 
1950. 


Right to terminate trusts, thereby giv- 
ing beneficiaries immediate enjoyment of 
remainder interests, renders trust includ- 
ible in decedent’s estate. Decedent created 
separate trusts for his three sons who 
were also given general power of ap- 
pointment of remainder interest. Upon 
failure to exercise power, property was 
to devolve to surviving children per 
stirpes, or heirs at law. Each trust con- 
tained provision permitting life bene- 
ficiary, with consent of grantor, to term- 
inate trust and receive both income and 
principal thereof. Commissioner includ- 
ed value of remainder interest in each 
trust in decedent’s estate. 


HELD: Commissioner sustained. 
Where decedent reserves power to term- 
inate trust, upon request of life benefi- 
ciaries, thereby cutting off remainder in- 
terests, value of remainder interests 
transferred is includible in decedent’s 
gross estate. Estate of Hauptfuhrer v. 
Comm., T.C. Memo, Oct. 24, 1950. 


One-third interest in tenancy by en- 
tirety held includible in decedent’s estate. 
Decedent and husband were married in 
1906 when neither had separate estate 
of any substantial amount. Decedent was 
never engaged in business or gainfully 
employed after her marriage, and at all 
times was fully supported by her hus- 
band. In 1920 he obtained interest in 
valuable coal lease. Venture was profit- 
able and from profits realized he made 
gifts of approximately eight or nine 
thousand dollars each to his wife and 
daughter. 


Over the years husband made practice 
of making gifts to his wife and daughter, 
ranging in amount from $100 to $9,000. 
Upon receipt of these gifts, wife de- 
posited them in joint bank account which 
she and her husband maintained. From 
time to time she made investments from 
money husband had given her, and at 
other times he made investments for her. 
Subsequently, two apartment houses 
were erected by corporation owned by 
decedent, husband, and others. Upon 
liquidation of corporation, decedent and 
husband acquired apartment house prop- 
erties as tenants by entirety. Upon wife’s 
death Commissioner determined that 
one-half of value of apartment buildings 
was includible in her estate. 


HELD: Value of apartments to ex- 
tent of one-third thereof was includible 
in decedent’s estate. Amount of dece- 
dent’s investments which did not origi- 
nate with husband was not definitely 
determinable, but applying rule of Cohan 
case, 39 F. (2d.) 540, Court made best 
estimate possible. Estate of Selecman v. 
Comm., T.C. Memo, Nov. 6, 1950. 
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Trust with reservation of life income, 
with possibility of reverter, includible in 
decedent’s estate. Decedent created irre- 
vocable trust on January 29, 1932. Prior 
to June 7, 1932, he transferred certain 
insurance contracts and bonds to this 
trust. Trust provided for income to be 
paid to decedent for his life in conveni- 
ent installments as directed by him, and 
that income accrued at his death be paid 
to successor beneficiary. Under terms of 
trust, decedent could cancel insurance 
policies and proceeds thereof would be- 
come part of principal, investment of 
which he could direct, and from which 
he would receive income. Decedent died 
in 1944. When case was first before Tax 
Court, it held transfers includible in 
gross estate under decision in Church 
ease. Tax Court decision was appealed. 
In meantime, Technical Changes Act was 
passed, modifying pertinent rules, in 
view of which case was remanded to Tax 
Court. 

HELD: 1. Bonds transferred to trust 
prior to June 7, 1932, were includible in 
gross estate by reason of Joint Resolu- 
tion of March 3, 1931 and Section 811(c) 
of Code. 

2. Insurance assets were includible in 
gross estate under Section 811(g) of 
Code. 


Section 7 of Technical Changes Act 
provides that it shall be applicable to 
estates of decedents dying after Febru- 
ary 10, 1939. Act further provides, how- 
ever, that provisions of Section 811(c) 
(1)(B) shall not in the case of a dece- 
dent dying prior to January 1, 1950, 
apply to transfer made prior to March 
4, 1931, or transfer made after March 
3, 1931, and prior to June 7, 1932, unless 
property transferred would have been 
includible in decedent’s gross estate by 
reason of the amendatory language of 
joint resolution of March 3, 1931, which 
reads “. . . including a transfer under 
which the transferor has retained for 
his life or any period not ending with 
his death (1) the possession or enjoy- 
ment of, or the income from, the prop- 
erty, or (2) the right to designate the 
persons who shall possess or enjoy the 
property or the income therefrom; .. .” 
By virtue of this, trust property was 
includible in decedent’s gross estate. Est. 
of Selznick v. Comm., 15 T.C. No. 94, 
Nov. 28, 1950. 


U. S. Bonds issued after March 1, 1941, 
belonging to non-resident alien, not in- 
cludible in gross estate. United States 
bonds issued after March 1, 1941, were 
owned by a non-resident alien and at 
time of his death were physically present 
in this country. District Court, following 
the decision of Court of Appeals for 
Second Circuit in Jandorf’s Estate v. 
Comm., 171 F. (2d) 464, held that bonds 
were not to be considered in measuring 
estate tax. 
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HELD: Affirmed. The Pennsylvania 
Co., v. United States, C.A.—3, Nov. 13, 
1950. 

Girt TAx 

Transfer based on divorce decree not 
subject to gift tax. Taxpayer and her 
husband both had substantial property 
interests. Prior to divorce proceedings, 
agreement was entered into whereby cer- 
tain transfers were decided upon. Agree- 
ment recited that it was executed in order 
to effect a settlement of respective prop- 
erty rights of the parties “in the event 
a divorce should be decreed,” that it 
should be submitted to divorce Court for 
its approval, and that it “shall not be- 
come operative in any manner nor shall 
any of the recitals or covenants herein 
become binding upon either party unless 
a decree of absolute divorce between the 
parties shall be entered in the pending 
Nevada action.” Value of property thus 
transferred to husband exceeded that 
received by wife by over $100,000. Com- 
missioner contended that this amount 
was subject to gift tax. 

HELD: Transfers were founded upon 
divorce decree, and therefore were not 
subject to gift tax. If agreement had 
stopped with language quoted above it 
would be clear that gift tax would not 
be applicable and that arrangement 
would not be viewed as “promise or 
agreement” in statutory sense. It would 
be wholly conditional upon entry of de- 
cree. Decree, not arrangement submit- 
ted to Court, would fix rights and obli- 
gations of parties. Agreement here went 
still further by providing that covenants 
would survive any decree of divorce 
which might be entered. Decree stated 








The First National Bank of Arizona in 
Phoenix has completed plans for the con- 
struction of a 17-story building (architect’s 
drawing above) it has been announced by 
Hugh C. Gruwell, president. Main walls will 
be of glass and will be equipped with a 
“floating screen’ of aluminum louvres to 
shield the 12 top floors from direct sun in 
hot weather. The building will be air con- 
ditioned and will cover almost a city block. 


“It is ordered that said agreement and 
said trust agreements forming a part 
thereof shall survive this decree.” Thus 
transfers were effected by Court decree, 
and no gift tax was involved. Harris v. 
Comm., U. S. Supreme Court, Nov. 27, 
1950. 
RULING 


Beneficiary of spendthrift trust who 
assigns income is liable for Federal in- 
come tax. Advice was requested of Bu- 
reau of Internal Revenue as to whether 
beneficiary of a Pennsylvania spend- 
thrift trust who makes an assignment 
of trust income is liable for Federal in- 
come tax with respect to such income. 
For Federal income tax purposes, one 
who is to receive distributable trust in- 
come as owner of beneficial interest is 
to pay tax. If, under law governing 
trust, beneficial interest is assignable, 
and if it has been irrevocably assigned 
without reservation, assignee becomes 
owner of beneficial interest. 

Under laws of Pennsylvania, benefi- 
ciary of a spendthrift trust has power 
to revoke an assignment of trust income 
at any time, and trust income is not de- 
liverable to assignee until it accrues to 
assignor-beneficiary of trust. Therefore, 
Bureau ruled that income beneficiary of 
Pennsylvania spendthrift trust who 
makes an assignment of trust income is 
liable for Federal income tax with re- 
spect to such income, notwithstanding 
such assignment. J.T. 4035. 


& A A&A 
Ford Left $80 Million 


Final accounting of the estate of the 
late Henry Ford early in January placed 
the value of his estate at $80,319,445. 
The accounting was filed by the auto 
magnate’s three grandsons in behalf of 
the late Mrs. Clara J. Ford, who was 
acting as executrix of her husband’s 
estate when she died last September. 

It showed that the Ford Foundation, 
established in 1936 for charitable and 
educational purposes, received $38,623,- 
365, and the grandchildren—Henry 2d, 
Benson, William and Josephine—divided 
$12,868,335 in equal shares. The remain- 
der went to the payment of executrix, 
legal and appraisal fees and Federal and 
state government inheritance and estate 
taxes. 





A A A 
Fels Left $10 Million 


Samuel S. Fels, soap manufacturer and 
philanthropist who died last June, left 
an estate inventoried at $10,711,004. The 
estate consisted of $588,523 in cash, 
$4,509,321 in bonds (including $2,260,744 
of U. S. Governments), $245,475 in real 
estates, $159,835 in miscellaneous items, 
and $17,291 in mortgages. Girard Trust 
Co. of Philadelphia is co-executor and 
co-trustee under the will as reported in 
Oct. T&E, p. 725. 
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RECENT FIDUCIARY DECISIONS 


ADEMPTION — Change in Form of 
Legacy — Lapse 
Pennsylvania—Supreme Court 
McFerren Estate, 365 Pa. 490. 


Testatrix bequeathed “one $5,000,000 
4% Treasury Note,” “Thirty (30) shares 
Armour & Company 7% Preferred 
Stock,” and “Fifty (50) Shares Chese- 
borough Manufacturing Company Com- 
mon Stock.” At the time of testator’s 
death there were no 4% Treasury notes 
outstanding. The Armour stock which 
testatrix had owned had been redeemed 
and none was outstanding, and the Chese- 
borough stock had been split 2% for one 
so that at her death she owned 250 shares 
instead of the 100 shares she owned 
when she executed the will. The will 
also contained legacies to 15 nephews and 


nieces of herself and her husband and 
in four instances she provided for the 
lapse of the legacies in the event of the 
legatee’s prior death. The descendants 
of deceased legatees whose legacies con- 
tained no direction for lapse, but whose 
legacies would lapse by operation of law, 
claimed those legacies. The various 
parties affected by the above provisions 
appealed from the awards of the lower 
court. 


HELD: The bequests of the Treasury 
notes and the Armour stock are general 
legacies and as such the legatee may elect 
to take the value in cash as of the date 
of the will or have the executor purchase 
the securities for him. 


The bequest of the Cheseborough stock 
was not adeemed by its change in form. 
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It is a general legacy and the legatee is 
entitled to 50 shares having the value 
they had when the will was executed and 
is not required to accept fifty shares of 
the split up stock. 


The legacies which lapse by operation 
of law are not saved from lapse by reason 
of the silence of testatrix on the sub- 
ject. The direction for lapse in four leg- 
acies does not imply that the other eleven 
were not to lapse. 


CLaims — Dilatory Creditor Not 
Barred from Undistributed Assets 


Pennsylvania—Supreme Court 
Harbison Estate, 365 Pa. 468. 


Testator died in 1946 leaving his entire 
estate to two persons and appointing 
them executors. Their account was called 
for audit in the Orphans’ Court in Sep- 
tember, 1947, at which time their counsel 
requested that $30,000 be reserved in 
distribution for Federal taxes. In Novem- 
ber, 1947 after the death of the auditing 
judge, the Court directed distribution 
reserving $50,000 “for future account- 
ing.” 

In 1948, a creditor who had not given 
notice of its claim within six months, but 
who had given notice before the audit, 
filed a petition requesting an accounting 
of the $50,000 and a chance to prove its 
claim, and a second petition asking that 
the adjudication be opened and reviewed. 
The Court dismissed the first petition but 
granted the second and on the review 
allowed the claim payable from the sur- 
plus not required to pay taxes. The 
residuary legatees appealed. 


HELD: Affirmed. The error was the 
dismissal of the first petition and this 
was corrected by the Court’s action in 
the second petition. The award of the 
$50,000 to the executors for future ac- 
counting is proper practice and required 
the executors to account for the fund 
when called upon by a proper party in 
interest. A dilatory creditor may be 
barred against distributed assets, but 
not against assets not accounted for or 
rewarded back to the executors for future 
accounting. 


DISTRIBUTION — If Property De- 
scribed in Specific Bequest Never 
Comes Into Existence Nothing 
Passes to Legatee 


Massachusetts—Supreme Judicial Court 
Trustees of South Yarmouth Methodist Church 


v. Wood, 1950 A.S. 1265; Dec. 5, 1950. 

Testatrix bequeathed to the Church 
“my bank account in the First National 
Bank of Yarmouth.” She never had any 
account in the Yarmouth bank, but had 
intended to withdraw money from an- 
other bank and deposit it in the Yar- 
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mouth bank. She did not do so, however. 
She did own ten shares of stock in the 
Yarmouth bank, but the judge found 
that she did not intend the Church to 
have this. 

HELD: The Church got nothing. As 
the property described in the specific be- 
quest never came into existence, nothing 
passed under it. 


DISTRIBUTION — Life Beneficiary of 
Residuary Trust Entitled to In- 
come from Date of Testatrix’ Death 


United States—District Court, D. of C. 
Shelton v. Gizycka, 93 Fed. Supp. 130. 


Testatrix created a trust fund for the 
benefit of certain beneficiaries, including 
her daughter. The daughter, who was be- 
queathed $25,000 per annum to be paid 
in convenient installments, not less often 
than quarterly, assigned the annuity to 
others. In an action to construe the will 
the assignees of the annuity bequeathed 
to the daughter, on motion for summary 
judgment, claimed the daughter was en- 
titled to receive the income from the 
fund from the date of death of the 
testatrix, rather than from the date on 
which title to the assets vested in the 
trustees. 

HELD: The annuity bequeathed to the 
daughter should properly commence as 
of the date of death of the testatrix, as 
such is the rule prevailing in the District 
of Columbia. The Court assumed that a 
bequest or devise to a child must be in- 
tended to accord them financial protec- 
tion or security and it would be incon- 
ceivable that the testatrix intended to 
leave her daughter without an income 
during the period of administration 
which might be for 
years. 


prolonged several 


JURISDICTION — Court May Not Ap- 
point Administrator of Estate of 
Absentee 


Washington—Supreme Court 
In re Nelson’s Estate, 137 Wash. Dec. 372. 


Jonas Nelson, a war veteran suffering 
dementia praecox, disappeared from his 
usual place of abode in January 1942, 


and has not been heard from since that 
time. The National Bank of Commerce of 
Seattle, as guardian of the estate of Nel- 
son, an incompetent, holding approxi- 
mately $24,000 for his account, had been 
authorized to use estate funds in efforts 
to locate the missing ward. The guar- 
dian’s efforts were unsuccessful. 


In September 1949, at the request of 
relatives in Canada, Peter McDonald pe- 
titioned to, be appointed administrator of 
Nelson’s estate. The petition did not 
allege Nelson’s death, but was based upon 
the presumption of death arising from 
his unexplained absence from his place 
of abode for over seven years. There was 
no evidence, direct or circumstantial, that 
Nelson was deceased. 

The guardian appeared in the proceed- 
ing and objected to the appointment of 
an administrator on the grounds that it 
would have no protection against an ac- 
counting if Nelson should appear after 
distribution of the guardianship funds to 
the administrator, and that if it is re- 
quired to account to Nelson, it will be 
deprived of property without due pro- 
cess. The probate judge appointed Mc- 
Donald administrator, and the guardian 
appealed. 

HELD: Reversed. The jurisdiction of 
the court to appoint an administrator de- 
pends upon the fact that a person be 
dead. If the person is alive, the appoint- 
ment of an adminstrator is null and void. 
An administrator should not be appoint- 
ed unless the petition alleges the fact of 
death, and there is sufficient evidence in 
support of the allegation to enable the 
court to make such a finding. 


In the absence of such allegation and 
proof, the parties should proceed under 
the absentee statutes, even where the ab- 
sence is long enough to give rise to the 
presumption of death. The absentee 
statutes provide a procedure to conserve 
the absentee’s property, upon the theory 
that he is living, and authorize the court 
to make a provisional distribution of his 
property if he does not appear after a 
lapse of time, but require the distribu- 
tees to furnish security for his protection 
if he is alive. 
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INVESTMENT POWERS Effect of 
Investment in Common _ Trust 
Fund on 35% Limitation on Non- 
Legals 


New York—Surrogate’s Court, New York Co. 
Estate of Julia B. Peck, N.Y.L.J., Dec. 7, 1950. 


Personal Property Law Sec. 21 (1) 
(m) authorizes investments by trustees 
in corporate securities subject to the fol- 
lowing limitation: 

“no investment shall be made pursu- 
ant to the provisions of this paragraph 
(m), which at the time such invest- 
ment shall be made, will cause the 
aggregate market value of the invest- 
ments not made eligible by the pre- 
ceding paragraphs of this sub-division 
to exceed thirty-five per cent of the 
aggregate market value at that time 
of all the property of the fund held by 
such fiduciary.” 


A corporate trustee requested the court 
to determine (1) whether the trustee 
was required to inquire into the per- 
centage of corporate securities in a com- 
mon trust fund and (2) whether, with 
respect to future investments, an invest- 
ment in a common trust fund was to be 
counted as part of the 35% permissible 
investment in corporate securities. 


HELD: (1) The trustee is not re- 
quired to make such inquiry. The author- 
ity for investing in common trust funds 
is not derived from the Personal Prop- 
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erty Law but from the Banking Law, 
and such investments are legal invest- 
ments. The trustee is investing in the 
common trust fund as an entity, and not 
in the individual securities comprising 
it. 

(2) The second question is to be an- 
swered in the affirmative. The 35% lim- 
itation applied to all investments not 
made “eligible” by paragraphs (a) to 
(1) of P.P.L. Sec. 21 (1). Although com- 
mon trust funds are legal investments 
they are not made “eligible” investments 
by P.P.L. Sec. 21 (1). 


NOTE: Where the investment in cor- 
porate securities is made first, is a sub- 
sequent investment in a common trust 
fund subject to the 35% limitation? The 
instant case left this question open. The 
applicable statutes would indicate that 
the answer is no. It is doubtful, how- 
ever, that the legislature intended that 
the order in which an investment is 
made should determine its propriety. 


LIFE TENANT & REMAINDERMAN — 
Former’s Estate Not Liable for De- 
cline in Value — Contrary Rule 
Not Retroactive 


Pennsylvania—Supreme Court 
Lyman Estate, decided November 22, 1950. 


Testator died in 1928 leaving a will 
dated in 1926 by which he gave his 
residuary estate to his wife for life with 
power to consume to the extent necessary 
for her support and maintenance should 
the income prove insufficient and directed 
that she was to be the sole judge of what 
were her necessary wants. At the death 
of the widow, all that was left was given 
to collateral relatives and to charity. The 
widow died in 1948. 


In 1930 the residue was awarded to the 
widow at a value of $187,000. She con- 
sumed $22,800 leaving a balance of 
$164,200. The actual market value of 
this balance at the widow’s death was 
$104,000 owing to depreciation in the 
value of securities. The remaindermen 
contended that the widow was indebted 
to them for the value of the unconsumed 
portion of the residuary estate at the 
appraised value in 1930 and made claim 
for the $164,200 against the executors 
of the widow’s estate, which the lower 
court allowed on the authority of Powell's 
Estate, 340 Pa. 407, and Hays Estate, 
358 Pa. 38. The executors appealed. 


HELD: Reversed. As the law stood in 
1926 when the will was executed, a life 
tenant with power to consume was not 
a debtor to the remaindermen. The rule 
of debtor-creditor relationship which per- 
tained to an ordinary life tenancy was 
not extended to a life tenancy with power 
to consume until the decision in Powell’s 
Estate in 1941. There is no indication in 
the will that testator intended to make 
his widow a debtor to the remaindermen 
or even thought that such a relationship 
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could arise. An intention to the contrary 
cannot be justly ascertained by an ex 
post facto rule of construction. It is 
recognized that when a judicial decision 
is rendered the law is presumed to have 
been the same before as after, although 
previous decisions may have been to a 
different effect, but this rule must give 
way before the cardinal and controlling 
principle that the intention of the 
testator must prevail. 


PoweErRs — Limitations — Person In- 
validly Named Guardian Held 
Competent to Sell Assets as Trus- 
tee 


North Carolina—Supreme Court 
Johnson v. Salisbury, 232 N. C. 433. 


Testatrix’ will gave one-third of her 
residuary estate to four grandchildren, 
the children of her son, E. V. J. and pur- 
ported to appoint E. V. J. guardian of 
the grandchildren. E. V. J. resided in 
Texas and he qualified there as guardian 
of his children. E. V. J. procured an 
order from a court in Texas, alleged 
to be without jurisdiction, to sell certain 
stocks and he sold the stocks to the de- 
fendant. E. V. J. thereafter died in a 
state of insolvency without having ac- 
counted for the proceeds of the sale. 
Some of the grandchildren and the surety 
on E. V. J.’s bond as guardian then 
brought suit against the purchaser of the 
stock. 

HELD: The demurrer to the complaint 
was properly sustained. A grandparent 
cannot name a testamentary guardian 
for grandchildren, but the will should be 
construed as creating a trust in their 
favor. As testamentary trustee, E. V. J. 
had lawful authority to sell the stock by 
the terms of the will, and the validity 
of the sale was not impaired by the fact 
that the trustee professed to make the 
sale under the authority of a decree of 
the Texas court which may not have had 
jurisdiction. Since the testatrix was dom- 
iciled in North Carolina, the validity of 
the trust and its interpretation are gov- 
erned by the law of North Carolina. 


REVOCATION & TERMINATION — Ir- 
revocable Trust may be Revoked 
by Donor Where He is Sole Bene- 
ficiary 


New Jersey—Superior Court 
Doyle v. Bank of Montclair, 76 A. (2d) 41. 


In 1936 plaintiff executed trust agree- 
ment transferring $25,000 of securities 
to Bank of Montclair as trustee. Income 
from trust was to be paid to him for life 
and upon his death principal and accum- 
ulated income were to be paid as he di- 
rected under his will. Upon failure so 
to direct, if there was any real estate in 
fund, principal was distributable to his 
heirs at law and next of kin, as deter- 
mined under New Jersey laws of descent 
and distribution. Indenture also _ pro- 


vided that in event of donor’s extreme 
need for financial assistance, due to ill- 
ness or accident, trustee might from time 
to time make disbursements from prin- 
cipal. Fifth paragraph provided that the 
“trust shall be _ irrevocable.” Donor 
sought to revoke trust. 


HELD: Donor, being sole beneficiary, 
may revoke trust. Donor of a trust may 
terminate it where he is the sole bene- 
ficiary even though the trust instrument 
specifically provides that it shall be ir- 
revocable. In determining who were bene- 
ficiaries Court stated that possible ap- 
pointees would be excluded for the reason 
that they have no interest in the trust 
prior to death of settlor. The heirs at law 
could be excluded because there was no 
real estate in the trust. 

The question then was what was meant 
by next of kin. Court concluded that it 
was donor’s intention that fund was to 
be turned over to his personal represen- 
tative as part of his estate and not dis- 
posed of as if he failed to make a will. 
Term “next of kin” as used in trust 
agreement merely indicated a reversion 
retained by donor, further substantiating 
fact that he was sole beneficiary. 


REVOCATION & TERMINATION — In- 
ter Vivos and Testamentary Trusts 
not Terminable by Mere Agree- 
ment Among Life Tenants and Re- 
maindermen 


New Jersey—Superior Court 
Hackensack Trust Co. v. Barkerding, 76 A. 
(2d) 36. 


In 1928 Barkerding executed a declar- 
ation of trust by which he transferred 
to Hackensack Trust Co. as trustee, 200 
shares of Mittag and Volger, Inc. Net 
income from trust was to be paid to his 
wife. Upon her death trust was to termin- 
ate and assets paid over to legal repre- 
sentative of donor’s estate, to become 
part of his residuary estate. 

Donor left will providing for trust 
fund for former wife. Peoples Trust Co. 
was named Trustee. Income was to be 
paid to former wife, and if insufficient, 
trustee was directed, upon retaking pos- 
session of Mittag and Volger stock, to 
sell same. Upon death of former wife 
residuary estate was to pass to son and 
daughter. Assets of Mittag and Volger 
were sold in 1949 and the company dis- 
solved. Trustee received $40,000 cash with 
prospect of receiving several thousands 
more. 

In August 1950, remainderman and life 
beneficiary of inter vivos trust sought a 
termination of both trusts and a distri- 
bution of trust fund in accordance with 
an agreement among life tenants and re- 
maindermen. Under this agreement, 
Hackensack Trust Co. was to be given 
a release. 

HELD: Trusts were not terminable. 
While the two trusts could be termin- 
ated, in this instance, there had been no 
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release of trustees, and agreement en- 
tered into by life tenants and remainder- 
men did not effectuate an unconditional 
termination of life estates. Thus it af- 
forded no valid basis for a judgment that 
period of distribution had arrived. 


SPOUSE’S RIGHTS — Election by Sur- 
viving Spouse — Effect of Holding 
That Totten Trust is Illusory 


New York—Appellate Division, 1st Dept. 
Matter of Halpern, N.Y.L.J., Dec. 8, 1950. 


The decedent had established four bank 
accounts “in trust for” his grandchild. 
His will gave everything to his wife. 
Besides his wife, he left three children. 
The Surrogate of Bronx County held the 
savings bank trusts to be illusory trans- 
fers and determined that the proceeds 
were to be paid to the decedent’s estate 
and thus pass wholly to the wife under 
the will. 


HELD: The transfers are not wholly 
void and are to be set aside only to the 
extent necessary to give the surviving 
spouse her intestate share. Krause v. 
Krause, 285 N. Y. 27, does not require 
the result reached by the Surrogate; 
such a result would amount to overrul- 
ing Matter of Totten, 179 N. Y. 112. The 
Court stated that it was not going be- 
yond the situation of the “Totten” Trust 
which is a unique arrangement of prop- 
erty and indicated, without deciding, that 
a different result might possibly be reach- 
ed with respect to illusory transfers of 
real estate or of other types of per- 
sonalty. 


TAXATION — Estate & Inheritance — 

Exemption for Transfers to Foreign 

sCharities Determined by Character 
sof Transferee, not Beneficiary 


California—District Court of Appeal 
state of Bendheim, 100 A.C.A. 456 (Nov. 14, 


L950). 
-endheim’s will gave half of the resi- 
of her estate (after termination of 
‘ust) to the Mother Church The First 
rch of Christ, Scientist, Boston, to be 
one-half for a sanitarium in San 
‘ncisco and one-half for the Pleasant 
w Home, Concord, New Hampshire. 


California exempts bequests to non-res- 
ident charities only if the foreign state 
grants a similar exemption to non-res- 
ident charities. Massachusetts is a “re- 
ciprocal”’ state, New Hampshire is non- 
reciprocal. 


HELD: The devise is nevertheless ex- 
empt from inheritance tax. The question 
of exemption is to be determined on the 
basis of the character of the “transferee” 
rather than on the basis of the character 
of the beneficiaries. The case is con- 
sidered as one of first impression, both 
in California and elsewhere. 


TAXATION — Estate & Inheritance — 
Release of Reserved Life Estate 
not Taxable 


California—Supreme Court 

Estate of Thurston, 36 A.C. 147 (Oct. 24, 

1950). 

Decedent had conveyed real property 
to his children, reserving a life estate. 
Later and prior to his death he relin- 
quished the life estate in consideration of 
a cash payment which was conceded to be 
adequate consideration. 


HELD: Order holding the transfer not 
subject to inheritance tax affirmed. The 
tax which would have attached by reason 
of reservation of the life estate is ob- 
viated by subsequent relinquishment of 
the life estate before the death of the 
trustor, if the relinquishment is not made 
in contemplation of death. 


TAXATION — Estate & Inheritance — 
Penalty Interest on Estate Tax 
Held Payable Out of Principal 


New York, Surrogate’s Court, Westchester Co. 
Matter of Manville, N.Y.L.J., Dec. 21, 1950. 


The will provided: “I direct that all 
inheritance, legacy, succession or estate 
duties or taxes which shall be payable 
in respect of any property or interest 
passing under my Will or in respect of 
any transfer lawfully taxable that I may 
have made, shall be paid out of my 
residuary estate.” 

By reason of estate and gift tax de- 
ficiencies, more than $400,000 in penalty 
interest had accrued. An executor re- 
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quested the Court to instruct him whether 
or not he should withhold payment of 
income as a reserve for the payment of 
the penalty interest, thus raising the 
question whether such interest was to be 
charged to principal or income. 


HELD: The penalty interest is to be 
paid from principal of the residuary 
estate. “Estate duties or taxes” is suf- 
ficiently broad to embrace penalty inter- 
est. A substantial part of the federal 
estate tax deficiency was due to the dis- 
allowance of the claimed deduction for 
charitable bequests. 


WILLs — Construction — Bequest of 
“All Monies on Deposit in My 
Name in Any Bank” Does Not In- 
clude Money in a Safe Deposit Box 


Illinois—Supreme Court 
Lavin v. Banks, decided September 21, 1950; 


rehearing denied November 17, 1950. 

Testator provided “I also give and be- 
queath to my beloved wife ... all monies 
on deposit in my name in any bank or 
banking institution.” The testator had 
two checking accounts in separate banks 
and the safe deposit box in which the 
money in question was found in still 
another bank. The executors filed this 
suit to ascertain if the above quoted 
words covered the money in the safe de- 
posit box. 

HELD: The money in the safe deposit 
box did not pass by the quoted words. 
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The words “on deposit” in any bank or 
banking institution has a _ significant 
meaning which seems to be well under- 
stood by the average person. It conveys 
the impression money has been turned 
over to the control of the bank in return 
for a receipt and the right to receive 
interest for it or the privilege to draw 
checks against it. When a person de- 
posits money in a safe deposit box none 
of the said elements is present. The 
money is deposited in a box in the bank 
building but is not “on deposit” in the 
bank. 


WILLs — Construction — “Children” 
Does not Include Grandchildren — 
Illegitimate Child Shares in a Be- 
quest to “Children” 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Co. v. Attorney General of 
U. S., 1950 A.S. 1259; Dec. 4, 1950. 


The will contained a bequest “in equal 
shares ... to the children of my late 
sister, Doretta Wode, surviving at the 
time this distribution shall be made.” 
When the will was executed the testator 
knew his sister was deceased and that 
there were two sons living and also a 
grandson (son of a deceased daughter). 
All three were living at the date of dis- 
tribution. One of the sons was illegiti- 
mate. 


HELD: First. The illegitimate 
would share. This was an exception to 
the general rule that an illegitimate child 
is not included in the word children. In 
this case the testator knew that his sis- 
ter was dead and had two children, one 
illegitimate. His use of the plural children 
showed that he intended both to take. 


son 


Second. As to the grandson there was 
nothing to take the case out of the 
usual rule that the word children means 
children and does not include grandchil- 
dren. Where there are children or a child 
to satisfy the apparent design of the 
testator, grandchildren and more remote 
descendants do not share. 


WILLs — Construction — Devise to 
Daughters Remaining Unmarried 


North Carolina—Supreme Court 


Weathers v. Bell, 232 N. C. 561. 


Testatrix devised her home to her hus- 
band for life and after his death to her 
daughters, E and L, as long “as either 
of them remain single. If either marries, 
the property will then be owned by the 
remaining single daughter for her life- 
time and at her death to be equally 
divided among the living sisters or their 
heirs.” Before testatrix died her hus- 
band died and her daughter L married. 
The daughter E married after the death 
of the testatrix. Testatrix had other 
daughters who were living at the time 
of E’s marriage. All of the daughters 
then sold the property to the defendant 
who declined to accept the deed. 
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HELD: The defendant must accept the 
deed since the plaintiffs can convey an 
indefeasible title. The will created an 
estate in the daughter E for her life or 
so long as she remained single. When she 
married, the title vested in all of the 
daughters, who joined in the deed to the 
defendant. 


WILLs — Construction — Fee De- 
vised Despite Conditions 


Pennsylvania—Supreme Court 
Kautz v. Kautz, 365 Pa. 450. 


Testator died in 1911 devising all his 
real estate to his wife “so long as she 
remains my widow and keeps my three 
children together and in case of emer- 
gency money left to these may be used 
toward their support ...” The widow 


never remarried, kept the three children 
together during their dependency and 
occupied the real estate until her death 
in 1948. In 1945, however, she had con- 
veyed the real estate to her son, Harold. 
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After her death, another son, George, 
filed a bill in equity for partition, claim- 
ing that his mother had only a life 
estate and that his father died intestate 
in respect to the remainder. The lower 
court dismissed the bill, deciding that 
which 
ripened into an indefeasible fee at her 
death and therefore Harold had a fee 
simple title. George appealed. 


HELD: Affirmed. At common law, the 
widow had only a life tenant, but by the 
Act of April 8, 1833, P. L. 249, See. 9 
the presumption is created that the estate 
passed in fee despite the absence of words 
of inheritance. The words “so long as 
she remains my widow and keeps my 
three children together” are not to be in- 
terpreted as cutting down her fee, but 
adding a condition, the breach of which 
would have operated to terminate her 


“ 


estate, thereby making the fee a de- 
feasible one. The absence of a devise 


over serves to confirm this construction. 
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STATEMENT OF CONDITION 


DECEMBER 31, 1950 


RESOURCES 
Cash on Hand and Duefrom Banks $182,585,888.77 
U. S. Government Securities 182,811,888.59 
State and Municipal Securities 68,984,712.66 
Other Bonds and Securities 5,698,073.10 
Loans and Discounts 209,804,482.81 
Federal Reserve Bank Stock 750,000.00 


Customers’ Liability on Acceptances and 


Letters of Credit 2,586,937.97 
Accrued Interest and Other Resources 2,214,126.72 
Bank Premises 2,000,000.00 

TOTAL $657,436,110.62 


LIABILITIES 
Demand Deposits $541,351,781.70 
Time Deposits 71,281,621.91 


Total Deposits 
Dividend Payable January 2, 1951 
Acceptances and Letters of Credit 
Reserves for Taxes, Interest, Etc. 
Reserve for Vault Construction and 
Air Conditioning 
General Contingency Reserve 


Capital $ 10,000,000.00 
Surplus 15,000,000.00 
Undivided Profits 4,449,934.72 


Total Capital Funds 
TOTAL 


United States Government Obligations and Other Securities carried at $54,492,845.00 are pledged 
to secure Public and Trust Deposits and for other purposes as required or permitted by law. 


$612,633,403.61 
300,000.00 
2,586,937.97 
4,308,340.45 


838,621.54 
7,318,872.33 


29,449,934.72 
$657,436,110.62 
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STUART J. TEMPLETON 
Wilson & Mcllvaine 








o + 
is this man He’s been thoroughly trained in the fields of 


5 personal insurance and estate planning, 
worth to you? 


business insurance, pension trusts and other 


types of employee pension plans .. . 


His experience and constant activity in these 
fields give him knowledge of proven and 
great value to trust officers and attorneys 


concerned with these matters . . . 


His wide activity and influence frequently 
lead to substantial new business 


for Trust Departments . . . 


He is competent, cooperative, conversant 
with your problems — and he’s backed by the 
broad facilities of Connecticut General 


and its Advisory Bureau. 


CONNECTICUT | 
«GENERAL 


LIFE INSURANCE COMPANY 
HARTFORD, CONNECTICUT 


LIFE INSURANCE, ACCIDENT INSURANCE, HEALTH 
INSURANCE AND ANNUITIES. ALL FORMS OF 
GROUP INSURANCE AND GROUP ANNUITIES. PEN- 
SION TRUSTS. SALARY ALLOTMENT INSURANCE 


BETTER SERVICE THROUGH BETTER MEN 





